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We're adequately staffed for today. Staffed will 
more deeply, we believe, than any other or- learned what a retailer is. What makes him 
ganization in our field. tick. 


cerns us. And it's for tomorrow that we wish have traveled in some of the states. 

to augment our staff. active—and happy—in sales, merchandising, 
jobs do we seek to fill? Frankly, consumer research, product tests. 


The source of 


pends largely on ives. It ought to hap- 
marketing is a marketing op- pen in three with star billing by the end 
portunity. "ll be young enough to of five. For ‘ll be playing on a fast-moving 
at the bit. Say, 23 to 28 years. But they'll team, with salary increases commensurate 
ready have, under their belts, one to three with progress, all the way. 


- Teli us about yourself—what you've done, and 
persence, hope to do. Make it complete, even if that 
Perhaps that experience will have been gained means a long letter. Address it to Executive 
with a major manufacturer, food or drug Vice President, Selling Research, Inc., 92 Lib- 
chain, department store, or advertising agency. erty Street, New York 6, N. Y. 


Selling Research, Inc. | "=. 
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...a new background 
for marketing decisions 


LIFE’s survey of people, 
products and purchases gives 
new light on U.S. markets 


Because U. S. productivity per man-hour is up 
44% since 1947 and has far outdistanced the 17% 
increase in population, business execu- 
tives recognize that the major economic problem 
is distribution. 

As a result, management is putting greater 
emphasis on creating new markets and more effi- 
cient exploitation of markets that already exist. 

To achieve this marketing efficiency, business- 
men in all fields agree that more information— 
both quantitative and qualitative—is needed 
about America’s consumer buying patterns. 

A Study tailored to business needs— 

specifically to marketing 
LIFE has been uncovering precisely that kind of 
information in the largest expenditure-study ever 
undertaken by private business. 

The scope and timeliness of this LIFE Study 
give it greater usefulness for more individual 
companies than any other study now available. 

Cross-section of the U.S. 
The results of this LIFE Study, just released, are 
based on 93,000 completed interviews with con- 
sumers carefully selected to be representative of 
all U.S. households. 

These consumers were asked about their pur- 
chases of scores of individual items . . . if they 
were bought, when they were bought, how many 
were bought, and how much was paid for them. 
New facts about America’s buying patterns 
LIFE’s new Study shows how much United States 
households spend for food, clothing, shelter, 
household furnishings, medical and personal care, 


automobiles and recreation. These major cate- 
gories are in turn subdivided into specific products. 
For example, the Study not only shows the 
percentage of the dollar spent for food . . . but 
the percentage of the food dollar which is spent 
for specific products. It also describes the char- 
acteristics of the consumer who buys each prod- 
uct, giving a complete picture of the market. 
Household expenditures are described in terms 
of income, life cycle, geographic and marketing 
location . . . as well as by the education, age, and 
occupation of the head of the household. 


How businessmen can use the Study 


Thus, LIFE’s Study reports to the businessman 
who spends how much on what. It helps him 
which products are competing with his for con- 
sumer dollars. 

Future volumes will relate consumer expendi- 
tures to retail place of purchase and to the timing 
of purchases not only by the month, but by week 
of the month and by day of the week. Volume I 
is priced at $10 and is available by writing on 
your letterhead to: 


Market Research Department 
LIFE, 9 Rockefeller Plaza, New York 20 
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An important new Harper book of 
selected essays by recognized ex- 
perts, which will prove of lasting 
value to students and practitioners 
of marketing. 


‘THE ORIGINAL ESTABLISHMENT IN CLIFF STREET 
(FROM AN OLD PRINT) 


MARKETING 
TRANSITION 


Edited by Alfred L. Seelye 


Professor of Business Administration and Dean, 
College of Business & Public Service 
Michigan State University 


Change has been the most characteristic phenome- 
non in the field of marketing over the past ten years. 
This collection, designed for the student and prac- 
titioner of marketing, shows the dynamic condition 
of our marketing structure, institutions, and poli- 
cies, and provides insight into the changes that have 
made this condition “superdynamic”—as well as 
some insights into the future. It can serve as text, 
supplement, and general reader, offering under one 
cover articles of lasting value which provide neces- 
sary collateral reading heretofore sought in various 
business publications. 


335 Pages + $4.50 
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The Popular Second Edition . . . 


SALESMANSHIP: 


HELPING PROSPECTS BUY 
By C. A. Kirkpatrick 


Here is a textbook designed as an effective teaching tool in salesmanship courses. 
Opinions of sales executives, excerpts from sales manuals, and illustrations inte- 
grate the practical with the academic. 

SALESMANSHIP, Second Edition, develops selling as a profession. It trains for 
the type of selling that will be profitable for both the salesman and his company. 
It also emphasizes the importance of customer satisfaction that will mean repeat 
business. 


Thirty-six short cases add variety to the course and give material for analysis 
and discussion. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 


Cincinnati 27 New Rochelle, N. Y. Chicago 5 San Francisco 3 


Dallas 2 


AMERICAN ECONOMIC REVIEW 


Contents 
September 1957 


Volume XLVII Number 5 


ARTICLES 


Income Taxes and Incentives to Work: An Empirical Study G. F. Break 


Investment Policies and “Dualism” in Underdeveloped Countries A. O. Hirschman 


Inflation in Underdeveloped Areas: A Theoretical Analysis S. P. Schatz 


Factor Proportions in Japanese Economic Development Gustav Ranis 


The Multiplier and the Marginal Propensity to Import 
Factor Substitution, Consumer Wealth, and Growth Stability 


Miyobei Shinohara 


Franz Gehrels 


CED's Stabilizing Budget Policy after Ten Years W. W. Heller 


The AMERICAN ECONOMIC REVIEW, a quarterly, 1 lication of th American 


are $6.00. Addre 
munications to Dr. ard F. Haley, Editor AMERICAN. ECONOMIC REVIEW, Stanford Uni- 


y, Room 220, Stanford, California information concerning other publications and activiti 
the Association, commantcate with the 


y-T , Dr. ashington Bell, American 
At Association, Northwestern University, “Evanston, ‘Illinois. Se Send for information booklet. 


Please mention the JOURNAL OF MARKETING in writing advertisers 


‘ 
5 
‘ 
| 
| 
} 
ad 
| 
| 


THE CASE 


A Service keyed to the needs of the busy Market Researcher . . . 


““TEMPORARIES” DIVISION 
GRAHAM PERSONNEL working in customers’ office. . . . EFFI- 
CIENT, EXPERIENCED, QUICK TO ADJUST. . . . Typists, Coders, 
Hand Tabulators, Machine Operators available on short notice. 
Nite-Crews when needed, at no increase in rates. Our intensive 
— screening assures you of the right person at the right 


PAYMASTER DIVISION .. . GraPay® 
CUSTOMER PERSONNEL working on customers’ projects. 
v Wages are paid by Graham (who processes and files ali pay- 
PAYROLL roll forms for government and insurance purposes). Especially 
INSURANCE useful when employing seasonal, part time or out-of-state per- 


e nel. Put YOUR interviewing and tabulating squads Gra- 
STATUTORY Pay 


ay. 
BENEFITS “IN-OFFICE” TRAINING DIVISION 
“ Business machines tutoring by Graham experts. IBM (wiring & 
INSURANCE operating), Burroughs, Rem-Rand, NCR, Underwood, etc. In- 
CLAIMS struction given after hours in customers’ offices. Tuition charges 
e on a per instructor-hour basis makes group instruction cost 
FEDERAL most reasonable. 
FORMS FOREIGN DEPARTMENT 
° Commercial correspondence and technical data translated 
STATE into, and from, all languages by Graham’s certified language 
FORMS experts. Typewritten translations presented. Guaranteed, fast 
° and efficient service. Reasonable rates. 


RAH AM 


8. ACCOUNTING & STATISTICAL ORP 


1441 Broadway, New York 18, N. Y. LOngacre 4-5880 
Member of Commerce & Industry Association of New York 
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ADVERTISING EFFECTIVENESS—HOW CAN 
IT BE MEASURED? 


CLARENCE E. ELDRIDGE 


Vice President 
George Fry & Associates 
New York City 


Advertising continues to play an important role in our national economy. Therefore, 
the effectiveness of advertising is of great concern both to society and to the individuals 
who comprise our society. In spite of the progress that advertising has made over the 
years, there are two vital respects in which further improvement is needed: in its effective- 
ness, and in the evaluation of its effectiveness. 

There are five indispensable ingredients of good advertising. Their presence in any 
advertisement gives as much assurance as can be given before the fact that the advertise- 
ment is a good one. Also, the author believes that by his suggested after-the-fact appraisal, 
the ultimate effectiveness of the advertising in advancing the objectives for which it was 
designed can be measured. 

The author makes no extravagant claims for his method. He does not suggest that it is 
the last word, or that it provides a definitive solution to all the problems of improving 


and evaluating advertising. He merely hopes that it will provide one emteeard modest step 


on the road to better advertising. 


DEFICIENCIES OF 


is much that is wrong, or at 
least improvable, in today’s advertis- 
ing. One need only to attend a conven- 
tion of the American Association of 
Advertising Agencies, the Association of 
National Advertisers, the Advertising 


Federation of America, or any one of the 
many associations concerned with adver- 
tising to be convinced of the fact that ad- 
vertising is subject to a great deal of criti- 
cism .and_ soul-searching—both from 
within and from without. 

If, then, advertising as it is practiced 


© About the Author. Clarence Eldridge theoreti- 
cally retired from business in 1953 at the age of 65. 
He was at that time Vice President in Charge of 
Marketing of the General Foods Corporation, with 
whom he had been associated in various executive 
capacities for fourteen years. From 1953 to 1956 he 
was Vice President-Marketing and Executive Vice 
President of the Campbell Soup Company. 
Currently, in addition to his work as a manage- 
ment consultant asa Vice President of George Fry 
& Associates, he devotes his time to his New York 
dairy operaticn and his Florida citrus grove. 
Mr. Eldridge received both his A.B. and his 


Juris Doctor from the University of Michigan. 
After practicing law in Chicago from 1911 to 1917, 
he was with the Reo Motor Car Company from 
1917 to 1930, principally as General Sales and Ad- 
vertising Manager. From then until 1939, when he 
joined General Foods, he was Vice President of 
Young & Rubicam, Inc., New York, and eventually 
Chairman of the Plans Board. 

One of his great contributions to the field of 
marketing was his 1952 speech before the Ameri- 
can Association of Advertising Agencies, entitled 
“The Clic \t-Agency Relationship.” 
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today is less than perfect, we may well ask 
two questions: In what respect is it de- 
ficient? What can be done about it? 

These are important questions—im- 
portant not only to the individual adver- 
tiser but to the entire economy. For 
advertising is, and is destined to be, an 
important factor in maintaining and in- 
creasing the dynamics of our economy. It 
behooves us, therefore, both for reasons 
of immediate self-interest and of longer- 
range considerations, to do all we can to 
bring advertising up to the point of op- 
timum effectiveness. 

Advertising has already played and is 
playing a major role in the growth of our 
economy, in lifting the American stand- 
ard. of living to the highest level ever 
known. It will play an even more impor- 
tant role in the future. If automation is 
to increase production-per-man hour, 
then the only alternative to unemploy- 
ment or reduced employment is the cre- 
ation of bigger markets; and that job is 
one for advertising. If constantly rising 
direct costs—for labor, for raw materials, 
and for transportation—are not going to 
result in proportionately rising prices 
and a steady decline in the value of the 
dollar, increases in direct costs must be, 
so far as possible, offset by decreases in 
other unit-costs; and one of the only 
ways, if not the only way, in which this 
can be done is by reducing over-head 
costs through increases in volume. 

It is estimated that nearly $11 billion 
will be spent for advertising in the 
United States this year. A 10 per cent in- 
crease in the effectiveness with which 
that 11 billion dollars is spent could have 
a tremendous effect on our national pros- 
perity. Where is advertising deficient? 
Where is it less effective than it might 
and should be? 


Faults of Advertising 
The answer is not simple—nor is there 


any single answer. But most of the faults 
of advertising can be included in these 
two categories: 


1. Our creative people have become so pre- 
occupied with the manner of presenta- 
tion of the advertising story that they 
frequently seriously underestimate the 
importance of the substantive part of 
the job: the advertising story itself. To 
put it slightly differently, the “how” of 
presentation has taken undue precedence 
over the “what.” 

. In far too many instances, advertising 
has forgotten its original and primary 
function—that of providing information 
—in favor of shouting, of superlatives, 
of adjectives, and of clever writing. In 
other words, much of it is no longer in- 
formative. It is merely claimant. 


There are two, and only two, principal 
parts of any advertisement: what is said 
—the product-attributes to be explained 
and “sold”; and how it is said—the head- 
line, the illustrations, the typographical 
treatment, the layout, the copy-block, the 
choice of words, etc. 

It is not easy to be too sure which of 
these two parts is the more important. 
But it is not necessary that we should be 
—for they are both important, probably 
equally important. The essential thing 
is that they be kept in proper relation- 
ship to each other. But these two indis- 
pensable parts of an advertisement are 
not being kept in balance. 

Over the years, much more progress 
has been made in improving the “how” 
of advertising than the “what.” This is 
not surprising. 


The “What” and the “How” 


The criteria for measuring the effec- 
tiveness of the presentation of the adver- 
tising are much simpler and easier than 
are those by which the persuasiveness of 
the advertising story itself can be judged. 

Starch readership studies and Gallup- 
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Robinson “impact” studies, as well as 
other attempts to evaluate advertising, 
have had a tremendous effect. Without 
implying the slightest criticism of either 
Starch or Gallup-Robinson, it might al- 
most be said that they have had a harm- 
ful effect on advertising—because they 
have so focussed attention on the “how” 
—the attention-getting attributes of the 
advertising, the reading and noting, the 
registration of sales-points, the identifica- 
tion of the product, the memorability of 
the claims—that advertisers and agencies 
have striven for high Starch and Gallup 
ratings as a definitive determinant of the 
effectiveness of their advertising. 

This is not the fault of Starch or Gal- 
lup. They have never claimed that they 
were even purporting to measure the 
“what.” They have been concerned with 
the “how.” It is unfortunate that some 
equally accurate yardstick was not de- 
vised at the same time, by which the 
other side of the advertising—the “what” 
—could also be measured. If it had been, 
then use of the two yardsticks would have 
led to an intelligent evaluation of the 
whole advertisement. 

Considerable progress has been made, 
over the years, in improving the manner 
of presentation; but there has not been 
equally gratifying progress in the sub- 
stantive part of the advertising. 

This is at least one important reason 
why we have a considerable amount of 
advertising in which the claims are un- 
true or misleading, or at least unbeliev- 
able; much advertising that is utterly de- 
ficient in the matter of conveying infor- 
mation; and still more in which the sales 
points and advertising claims, however 
important they may seem to the adver- 
tiser or copywriter, are unimportant to 
the people they are intended to influence. 


INGREDIENTS OF EFFECTIVE ADVERTISING 
The first step in trying to increase the 


effectiveness of advertising is to define 
effective advertising—or at least to iden- 
tify its ingredients. Good advertising 
must conform to the following specifica- 
tions: 


1. It must be truthful, both in its state- 
ments, and its reasonable implications. 

2. It must be believable. 

3- It must not unfairly disparage competi- 
tors or competitive products. 

4. The advertising claims must be effec- 
tively. presented—in order that they may 
be heard or read, and in order that they 
may register with readers and/or listen- 
ers a clear and memorable understanding 
of the product-attributes and sales-ap- 
peals. 

5- The product-attributes which are the 
subject matter of the advertising must be 
attributes which are, or can be made to 
be, important to those whom the adver- 
tising is intended to influence. 

Any advertisement that contains these 
five essentials is likely to be a good adver- 
tisement; and, conversely, it is doubted 
whether an advertisement that omits any 
one of them can be a good ad. 

If that is so, then the first step in “get- 
ting better advertising” is to make sure 
that each one of these five essentials is 
present in every ad. 

The first three essentials present no 
particular problem. With respect to the 
fourth one, reasonably adequate tools al- 
ready are available for determining its 
presence: The fifth is the one which pre- 
sents the principal and most difficult 
problem. But let us look briefly at each 
of the five essentials 


Truthfulness 


No one would disagree with the inclu- 
sion of truthfulness as an indispensable 
ingredient of good advertising. Untruth- 
fulness or misleading advertising might 
conceivably be successful temporarily in 
fooling people; but even on a purely 
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practical basis, untruthful advertising 
cannot succeed permanently. And, of 
course, when measured by ethical as well 
as practical considerations, there can be 
no excuse for anything but truthful ad- 
vertising. The advertiser's long-range 
selfish interests and his obligation to his 
conscience and to society happily concur 
on this point. 


Believability 

But to be good, advertising must be 
more than merely truthful: it must be 
believable. And the two things are not 
always and necessarily synonymous, or at 
least identical. To paraphrase an old say- 
ing, “Truth is sometimes more unbeliev- 
able than fiction.” 

Now, this is not to say that an adver- 
tising claim must be so obvious that it 
will be believed “on sight,” and accepted 
without any supporting argument or 
documentation. But the claim should be 
one which is either patently believable, 
or one for which you have given enough 
supporting facts or arguments that it will 
be believed by reasonable, open-minded, 
intelligent readers or listeners. We 
should not confront our readers with 
new and somewhat unbelievable claims 
about our product, and then leave them 
with their doubts hanging in midair. 

A television commercial for Ronson 
Electric Shaver provides an excellent il- 
lustration of the pint. This commercial 
purported to picture a demonstration of 
what the Ronson Shaver could do, after 
the demonstrator had shaved with two 
competitive razors. The Ronson took off 
whiskers which the others had missed. In 
view of the frequent complaints against 
electric razors that they do not give a 
clean enough and close enough shave, 
this claim of Ronson’s—if true—could be 
of very great importance. But to some 
the demonstration was not convincing. It 


THE JOURNAL OF MARKETING 


looked to them like a phony. Here is 
what they said: “If I could be sure that 
this was an actual demonstration of per- 
formance, I would buy a Ronson today. 
But I’m not sure the demonstration 
wasn’t rigged.” 

Here is a case in which, seemingly, the 
advertiser had hit upon a vitally impor- 
tant sales appeal, but had failed to “‘sell” 
the fact that the claim was true. No mat- 
ter how important the product claim, it 
must be believed in order to be effective. 

Following are a few more illustrations 
of advertising which, even if true, is hard 
to believe. 

A manufacturer of one of the new 1957 
automobiles asserted that with his new 
1957 car “you are in 1960”—implying 
that this one maker has been able to leap- 
frog the entire industry, and thereby get 
ahead of his competition, not by one year 
but by three. It would not seem that, in 
as competitive a business as the automo- 
bile industry, such a thing is possible. 
And if people do not believe this, then 
little else in the advertising for that par- 
ticular make of car is going to be be- 
lieved either—on the basis of the axiom 
that “false in one thing, false in all.” 

Then, there is a second make of auto- 
mobile that fell into the same error. The 
headline—“ Looks Like Pontiac Cornered 
the Market on Firsts”—might be passed 
off as harmless “‘puffery” and exaggera- 
tion (in spite of the fact that the words 
“Looks Like” are whispered in very small 
type, whereas the rest uf the headline is 
shouted); but listen to this: “It’s packed 
with a carload of new ideas that caught 
the entire industry by surprise!” Do‘you 
believe that? Or this: “There are over 
six dozen ‘firsts’ in this spanking-new 
beauty.” 

These are a lot of “firsts” for the en- 
gineers of a single company to come up 
with in a single year—in an industry that 
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has been going for more than sixty years, 
and one in which even one really impor- 
tant first—such as the self-starter, electric 
lights, four-wheel brakes, low-pressure 
tires, automatic transmissions, etc.—is 
likely to be an infrequent occurrence, 
even for the entire industry. 
Believability is an absolutely indis- 
pensable ingredient of good advertising. 


Lack of Disparagement 


The third essential is that it must not 
unfairly disparage a competitor or a com- 
petitive product. 

The reason for this is not merely ethi- 
cal, although ethical considerations are 
involved. The advertiser's self-interest 
dictates that he shali refrain from de- 
structive selling, whether in his advertis- 
ing or any other form of selling activity. 

The average American's innate sense 
of fair play causes him to react immedi- 
ately and strongly against what he con- 
siders “knocking.” Now, this does not 
require that an advertiser ignore his com- 
petition. Just as in a political campaign 
it is not only permissible but desirable to 
compare the records of the candidates 
and the platforms on which they are 
seeking election, in advertising a fair and 
factual comparison of competitive prod- 
ucts is perfectly ethical. As a matter of 
fact, it serves a useful purpose in per- 
forming one of the most elementary 
functions of advertising: that of giving 
consumers informative facts. 

It is common practice for publishers to 
compare their circulation, their rate per 
page per thousand, the economic and 
other characteristics of their reading au- 
dience, with rival publications. So long 
as the comparison is fair and factual, and 
not deliberately derogatory of competi- 
tion, this kind of selling—even though its 
net intention is to demonstrate the su- 
periority of the advertised product, and, 


therefore, by implication the relative in- 
feriority of the other product—is legiti- 
mate. 

The “line” between fair comparison 
and unfair disparagement is somewhat 
nebulous; but, in general, whatever sell- 
ing arguments are permissible in person- 
to-person selling are equally legitimate 
in advertising. Unfair disparagement 
should be taboo, whether transmitted by 
the spoken word or the more permanent 
and more highly visible media of adver- 
tising. However, Blue Sunoco’s economy 
claim, based on certified tests showing 
that “Blue Sunoco gives seven more miles 
per dollar than other premium gaso- 
lines” would seem to be perfectly fair, 
whether in advertising or selling. 

But the tool of ‘fair comparison” must 
be used with discrimination, with a de- 
termination to be fair both to competi- 
tors and consumers, and with good judg- 
ment, and an aptitude for differentiating 
between right and wrong. 

The three essentials discussed thus far 
present no particular problem. Certainly 
the advertiser knows, or should know, 
whether his advertising is unfairly dis- 
paraging of his competition. It should 
not be too difficult to learn whether the 
claims are believable, and are believed. 
The advertiser who relies on claims that 
consumers do not believe has only him- 
self to blame. 


Effective Presentation 

The fourth ingredient may be identi- 
fied as effective registration of sales 
points. 

This is the ingredient with which such 
“impact studies” as Gallup-Robinson are 
principally concerned. These studies are 
helpful, because by means of “playbacks” 
of interviews with consumers indications 
are given of the extent to which the vari- 
ous sales points contained in the adver- 
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tising have “registered” with the reader. 

There is nothing wrong with this kind 
of research except that, as pointed out 
earlier, it does not go far enough. It 
makes no pretense at ascertaining the ex- 
tent to which the claims were believed by 
the respondents, nor the relative impor- 
tance—if any—which the respondents at- 
tached to the several sales points. With- 
out a measurement of these two things 
the reports are not very significant: un- 
less the sales points are important to the 
reader, and unless they are believed by 
him, the fact that they “register” with 
him and are understood by him is not 
going to make the advertising effective. 


Importance of Sales Points 


However, it is the fifth of our five 
essential ingredients—the importance to 
the consumer of the sales points—that 
presents the greatest unsolved problem. 
As pointed out earlier, great progress has 
been made over the years in how to say 
it, but little or no progress in what to say. 
It is with this “what” that our fifth essen- 
tial is exclusively concerned. 

Nowhere else in advertising is there 
such complete reliance on opinion or 
judgment or composite guesswork, as in 
the selection of sales appeals and the rela- 
tive emphasis to give to each. Nowhere 
else is there as much “paydirt” to be 
found, if more reliable techniques can be 
discovered by which to arrive at an an- 
swer to these questions. 

What attributes of a given product are 
important to potential customers? What 
is the relative importance of the various 
attributes with which the product is en- 
dowed? Are there negative as well as 
affirmative attributes? Which is more im- 
portant, to “sell” the affirmative or to 
minimize the influence of the negative? 
Do potential customers have either a fav- 
orable preconception which can and 


should be exploited, or an adverse im- 
pression which must be removed? 

In short, what combination of influ- 
ences is most likely to motivate prospects 
to form the opinion and take the action 
desired? 

A simple illustration will point up the 
desirability of making this determination 
intelligently and as factually as possible. 

Product X may possess a number of 
“salable” virtues: appetite-appeal, qual- 
ity, convenience, and nutrition. On the 
negative side, it may be handicapped by 
a high price. It may be possible to do 
justice to all four virtues in a single ad- 
vertisement, and at the same time to “jus- 
tify” the high price. But this is not likely 
to be so. In an attempt to “cover the 
waterfront,” one runs the risk of so dis- 
persing his fire, so diluting his presenta- 
tion, that he may fail to sell any one of 
his sales points convincingly. In most 
cases it is better to sell one or two out- 
standing ideas strongly than to use a 
“shotgun” approach and do a half job— 
or no job—on a larger number of ideas. 

But, in a given case, even if it is possi- 
ble to sell all virtues of.a product in the 
same ad, it is highly desirable to know in 
advance which ones are the most impor- 
tant to prospective customers, and the 
relative degree of importance which they 
attach to each, to determine intelligently 
the priority and the degree of emphasis 
to be accorded each attribute. 

A major step, therefore, toward more 
effective advertising would be to develop 
ways in which, before the fact, there can 
be a more dependable determination of 
the importance and relative importance 
of various alternative selling appeals. 
This obviously is a job for research. 
Whether it is called motivation research 
or some other name is immaterial. 

If this gap in our present knowledge 
can be plugged, and if the industry makes 
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more discriminating use of the tools now 
available—such as Gallup-Robinson—for 
evaluating the “how” part of advertising, 
there should be some assurance that the 
five essential ingredients of good adver- 
tising are present. And in this Utopian 
eventuality, such advertising should be 
reaching the optimum in effectiveness. 


HOW MEASURE RESULTS? 


But is it? We shall have assured our- 
selves that all the essentials of good ad- 
vertising are present. However, the prac- 
tical question still remains: does the 
advertising do the job for which it is 
intended? 

The only thing that will answer this 
question is results. Results, in terms of 
the objectives of the advertising cannot 
be determined before-the-fact. They must 
be after-the-fact. 

But how are results of advertising 
measured? In terms of inquiries, of cou- 
pon returns, of demonstrations re- 
quested, of actual sales? Or just how? 

All these have value in particular sit- 
uations, but none is definitive or suffi- 
ciently comprehensive to provide a satis- 
factory answer. No method has yet been 
devised that will provide an adequate 
answer to this all-important question. 

The reason no way has yet been found 
to evaluate advertising effectiveness sat- 
isfactorily, in terms of results accom- 
plished, is that the following fact has not 
been sufficiently recognized: There is no 
single criterion by which the effective- 
ness of all kinds of advertising can be 
measured, precisely because advertising 
is not homogeneous with respect to its 
objectives and the tasks that are assigned 
to it. 

Advertising has many uses, many pur- 
poses, many objectives. There is no com- 
mon denominator which enables us to 


measure advertising effectiveness in any 
one way. 


THREE DIFFERENT KINDS OF ADVERTISING 


This point may be illustrated by cata- 
loguing just a few of the many funda- 
mentally different kinds of advertising. 


Immediate Action 

First, there is advertising whose pri- 
mary—if not sole—purpose is to induce 
immediate action. The desired action 
may be the purchase of the advertised 
product, the acceptance of an idea, etc. 

In this category would fall most retail 
food advertising, department-store ad- 
vertising, bargain prices, special deals, 
coupon offers, products suitable for 
Christmas gifts, and a great deal of ad- 
vertising—especially newspaper advertis- 
ing. 


Awareness 


A second category of advertising is 
that whose primary, but not necessarily 
sole purpose, is to create awareness on the 
part of the reader or listener—awareness, 
possibly in contrast to the action that is 
the primary objective of the first cate- 
gory. 

In this category we find news an- 
nouncements: announcements of a new 
product, of a new model, of improve- 
ments in a known product, of a change 
in price or in package design, and similar 
announcements. 


Creation or Change of an Image 

Then there is a third category—a very 
important one, for it embraces much if 
not all of what we consider “franchise- 
building” advertising. The third cate- 
gory consists of advertising whose pur- 
pose is to create or to change, in the 
minds of those to whom it is directed, an 
image of .a product or idea; to create or 
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to change or to intensify the attitude of 
those people toward the product or idea; 
and thereby to move those people—pos- 
sibly immediately, but more frequently 
gradually, toward an acceptance and a 
use of the advertised product or idea. 


Overlapping of Categories 

It is obvious that there is a certain 
amount of overlapping among these 
three broad categories of advertising. All 
of them have as their ultimate objectives 
the stimulation to action of those whom 
the advertising seeks to influence. How- 
ever, there is this difference—a very great 
difference when it comes to measuring 
the effectiveness of the advertising in ac- 
complishing its purpose—that Category 
I is effective only if it produces imme- 
diate action; that Category II is effective 
if it creates immediate awareness, even 
though it may not produce immediate 
action; and that Category III is effective 
if it leads gradually and eventually to the 
desired action as a result of the image it 
has implanted in the mind of the con- 
sumer and the attitude that has thereby 
been induced. 

No advertiser making use of the kind 
of advertising included in Category III is 
going to be unhappy if, as a by-product 
of that advertising, consumers are in- 
duced to take immediate action; but he 
is not going to “write off” or condemn 
that advertising merely because it does 
not produce immediate action. 


THE PROBLEM OF MEASUREMENT 


In view of the great difference in what 
advertising of these three different cate- 
gories is designed and intended to do, it 
would be most surprising if there were 
any one technique by which the effective- 
ness of all three kinds could be meas- 
ured. 

The measurement of the effectiveness 


of Category I advertising is not particu- 
larly difficult. Certainly the advertising 
grocer, the department-store operator, 
the mail-order house, the advertiser of a 
special deal or promotion, has no diffi- 
culty in deciding whether his advertising 
was effective. He has a very simple yard- 
stick: sales. Presently known and used 
techniques are quite adequate for this 
particular kind of advertising. 

Category II likewise presents no in- 
superable problem. If the prime objec- 
tive of the advertising was to let people 
know something, then the degree of 
awareness of those people resulting from 
that advertising is a fair measure of its 
effectiveness. If it accomplished what it 
was intended to accomplish, it was ef- 
fective. 

It is the third category that presents 
problems. Immediate sales, or even con- 
scious reaction on the part of consumers, 
represent a wholly inadequate indication 
of whether the advertising has done its 
job. This kind of advertising is slow act- 
ing, progressive, and cumulative in its 
influence; and it may take weeks, months, 
or even years of time, plus constant and 
perhaps frequent repetition, to effect the 
desired results. 


Attitudes 


No single advertisement can possibly 
be responsible for the reputation for 
quality which the Cadillac automobile 
enjoys; but surely advertising—with its 
aura of prestige and quality, hammered 
home ceaselessly through the years—has 
contributed something to the reputation 
that the car now enjoys, and the attitude 
of the public toward it. How naive it 
would have been if an attempt had been 
made to measure the influence of the 
classic Cadillac ad—““The Penalty of 
Leadership”—by a count of the people 
who visited the Cadillac salesrooms the 
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following week, or of the orders booked. 

This kind of advertising deals with at- 
titudes, states of mind, prejudices, be- 
liefs, disbeliefs, relative ignorance, hab- 
its, and all sorts of similar intangibles. It 
seeks to implant in the minds of people— 
subconscious as well as conscious minds— 
certain facts and claims and persuasions 
that are not going to be in all cases im- 
mediately or quickly accepted or acted 
upon. It must rely not only on repetition 
and reiteration, but also upon the lapse 
of time, first possibly to permit recovery 
from the shock of a new and perhaps un- 
orthodox idea, then gradually to estab- 
lish familiarity with the idea, and finally 
to obtain acceptance and action. The 
process is slow, cumulative, and partly 
subconscious. 


Franchise Building 

This kind of advertising seeks to ex- 
ploit, in a perfectly legitimate manner, 
the Nazis’ hypothesis (unfortunately, in 
that case, perverted to evil use) that “if 
you tell it often enough, long enough, it 
will be believed.” As applied to honest 
advertising claims, this principle is per- 
fectly sound—and as a matter of fact is 
the fundamental basis for practically all 
“franchise-building” advertising. 

If the concept suggested of the objec- 
tives and purposes of franchise-building 
advertising is in amy sense correct— 
and if this advertising does, and is sup- 
posed to, work slowly—then it is imme- 
diately apparent that the techniques and 
devices used to measure the effectiveness 
of advertising in Categories I and II are 
not only inadequate, but they are also 
wholly irrelevant. A measurement of 
action taken is irrelevant, because it is 
not the purpose of this kind of advertis- 
ing to induce immediate action. A meas- 
urement of mere awareness is irrele- 
vant, because here again the creation of 


awareness is not the primary objective of 
the advertising. Awareness is not enough. 

To be effective, relative to its objec- 
tive, this kind of advertising must have 
made a start toward creating or changing 
an attitude. Immediate sales response, 
coupon returns, inquiries received, even 
the conscious reaction of readers—all 
these fail to give us the slightest hint as 
to whether and to what extent our ob- 
jectives have been advanced by the ad- 


_Vertising. 


TWO EXAMPLES 


By way of clarification, following are 
two examples of the kind of advertising 
which alls properly in this category. 


Once a Day, Every Day—Soup 

The first example is the “Once a Day, 
Every Day—Soup” idea which the Camp- 
bell Soup Company is promoting. It was 
never thought by anyone at the Camp- 
bell Soup Company or its advertising 
agency that consumers would instantane- 
ously react to this idea, accept it, and act 
upon it. To accept the idea would re- 
quire a complete change of attitude 
toward soup and its place in the daily 
menu. Since the average family has soup 
only about twice a week, the idea of 
“soup every day” is at first a completely 
new idea, quite opposed to habit and 
present attitude. The first reaction to it, 
if any, is likely to be one of passive op- 
position if not actual hostility; at best, 
indifference and skepticism. 

And yet, so great would be the stake © 
for Campbell if the idea could be “sold,” 
that it seemed worthwhile to make the 
effort. The first objective of the adver- 
tising was to disseminate a new idea; 
then, by continued repetition to achieve 
familiarity with—if not actual acceptance 
of—the idea; then, gradually to obtain ac- 
ceptance—partly through consistent repe- - 
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tition, partly through the reasons given 
in support of the idea; and, finally, to 
gain adoption of the idea and an increase 
in the frequency with which soup is 
eaten. 

This is a long range, but thoroughly 
sound, objective. For its attainment it 
needs repetition, the lapse of time, and a 
reasqn or reasons. If it succeeds, it will 
succeed gradually and over a consider- 
able period of time. This calls for the 
creation of a new image of the impor- 
tance of soup in the feeding of the fam- 
ily, a new attitude toward soup. 

It would be naive to suppose that after 
a single ad carrying the admonition 
“Once a Day, Soup,” there would be any 
—much less a measureable—increase in 
the frequency of soup-serving or soup 
consumption; or that any factual or 
quantitative measurement, based on sales 
or even on conscious consumer-attitude 
toward the idea, could be in any degree 
meaningful. 

If the effectiveness of this particular 
kind of advertising is to be measured at 
all accurately, something other than pres- 
ently used techniques must be found. 


Soup Is Nutritional 

Consider another idea in the same 
general category. This is the idea that 
soup makes a useful nutritional contri- 
bution to the diet. Like the “Once a 
Day” idea, this one is not going io be 
easily sold or quickly bought. 

Surveys show that most people think 
of soup as a food that is palatable, warm- 
ing, filling, quick and easy to prepare 
and serve, and economical. Few of them 
credit it with being of great nutritional 
importance, even though it is. Surveys 
also show that among those who do con- 
sider it important nutritionally, the use 
of soup is much higher than among those 
who do not. A wider acceptance of soup’s 


nutritional value could conceivably re- 
sult in a very substantial increase in the 
frequency with which soup is served and 
eaten. 

But so contrary to general belief is this 
idea that it also is not going to be in- 
stantly accepted—nor accepted at all with- 
out frequent and continuous repetition 
and documentation. To change consum- 
ers’ attitudes in this respect is not the 
job of a single advertisement, nor per- 
haps of a single short-lived campaign. 
This is so because the notion of soup as 
something that is merely inexpensive, or 
convenient, or filling must be destroyed, 
and a new concept put in its place. 

This is a slow process. The creation 
of an image or an attitude is the result 
of many things; and of these not the least 
important are the lapse of time and 
much repetition. Consequently, tech- 
niques which are perfectly adequate for 
measuring the effectiveness of advertis- 
ing whose objectives are more factual 
and faster acting are unable to give much 
help when it comes to this kind of slow 
acting, cumulative, franchise-building 
advertising. 


EVALUATION OF FRANCHISE BUILDING 


For this category a new and different 
approach is needed, and new techniques 
that are appropriate and relevant to the 
objectives of this kind of advertising. 
Difficult as the problem is, impossible as 
it may be to find the one perfect answer, 
it ought not to be impossible to come 
closer than in the past to evaluating the 
effectiveness of even this kind of adver- 
tising. 

So, it is proposed that we attenipt to 
discover a technique that will enable us 
to measure the results of advertising of 
the third category: franchise-building 
advertising. There are four necessary 
steps in such a research program: 
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1. To determine what product-attributes 
are most important to consumers—most 
likely to motivate the consumers in the 
direction we desire. 

2. To determine whether the advertising 
and the advertising-claims were pre- 
sented in such a way as to “register” with 
consumers, and be understood by them. 

3- To determine whether the advertising 
claims were believed—were accepted by 
consumers as being true. 

4- To determine the extent to which the 
advertising did achieve its particular ob- 
jectives. 

It is fairly obvious that no one re- 
search project can give the answers to all 
four of these questions. 

The first question can and should be 
answered, in as many cases as possible, 
before the advertising is run or even 
created. To a limited extent, the second 
question may also lend itself to before- 
the-fact ascertainment. 

But, for the most part, the second, 
third and fourth questions—especially 
the third and fourth—can be answered 
only after the fact. 

It is doubtful whether anyone can 
claim categorically that he has a tech- 
nique that will provide a thoroughly 


satisfactory and dependable answer to all 
four questions. The search for such a 
technique may call for quite a lot of ex- 
perimentation. 

However, by the simple process of de- 
terinining what ingredients are essential 
to effective advertising, and by recognizing 
that the effectiveness of advertising must 
be measured in terms of the diverse kinds 
of advertising and widely varying ob- 
jectives, we have at least arrived at a clear 
definition of what we want research to 
tell us. 

The purpose, of course, is not to sub- 
stitute research, or facts, or formulas, or 
any other form of strait-jacket, for 
creative ingenuity and skill in the crea- 
tion of advertising. Instead, the purpose 
is to free creative people for the business 
of creating—free from the necessity of 
guessing about facts which should be 
supplied to them as a matter of course. 
Creative skill, utilized for the purpose of 
finding the most effective way to present 
relevant facts and arguments about a 
product or an idea, can surely be more 
productive than that same creative skill, 
forced to guess as to what are the relevant 
facts, 
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In the “underdeveloped” countries of the world, the more “glamorous” fields such as 
manufacturing or construction are generally high-lighted while marketing is treated with 
neglect, if not with contempt. Yet marketing holds a key position in these countries. It 
is generally the most backward of all areas of economic life. 


Marketing is also the most effective engine of economic development, particularly in 


its ability rapidly to develop entrepreneurs and managers. And it contributes what is the 


greatest need of an “underdeveloped” country: a systematic discipline in a vital area of 


economic activity 


. a discipline which is based on generalized, theoretical concepts 


and which can, therefore, be both taught and learned. 


MARKETING AS A BUSINESS DISCIPLINE 


HE distinguished pioneer of market- 
pe whose memory we honor today, 
was largely instrumental in developing 
marketing as a systematic business dis- 
cipline: 


In teaching us how to go about, in an 
orderly, purposeful and planned way to 
find and create customers; 

-To identify and define markets; to create 
new ones and promote them; 

-To integrate customers’ needs, wants, and 
preferences, and the intellectual and crea- 
tive capacity and skills of an industrial 


@ About the Author. Born in Vienna, and with 
basic education received in Austria, Mr. Drucker 
took his law degree from Frankfurt University in 
Germany. After four years of newspaper work, he 
was associated with an international banking house 
in London from 1933 to 1937. He then came to the 
United States and worked first as an American 
economist for British banks and insurance com- 
panies. For the past fifteen years he has been a 
consultant on business policy and management 
organization for some of the country’s largest en- 
terprises. He also served for a number of years as 
Professor of Politics at Bennington College and has 
been, since 1950, Professor of Management at the 
Graduate School of Business, New York University. 

A steady contributor to Harper's, the Harvard 
Business Review, and Nation’s Business, Mr. 
Drucker is the author of such well-known books as 
The End of Economic Man (1939), The New So- 
ciety (1950), Practice of Management (1954), and 
America’s Next Twenty Years (1957). 
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society, toward the design of new and 
better products and of new distributive 
concepts and processes. 


On this contribution and similar ones 
of other Founding Fathers of marketing 


during the last half century rests the 
rapid emergence of marketing as perhaps 
the most advanced, certainly the most 


“scientific” of all functional business dis- 
ciplines. 

But Charles Coolidge Parlin also con- 
tributed as a Founding Father toward 
the development of marketing as a social 
discipline. He helped give us the aware- 
ness, the concepts, and the tools that 
make us understand marketing as a dy- 
namic process of society through which 
business enterprise is integrated pro- 


+ Editor’s Note. This is the text of the Parlin 
Memorial Lecture, presented to the Philadelphia 
Chapter of the American Marketing Association on 
June 6, 1957. The annual lecture, given since 1945, 
is in memory of Charles Coolidge Parlin, for many 
years Director of Commercial Research at the Cur- 
tis Publishing Company, and frequently referred to 
as the founder of modern marketing research. The 
Parlin Memorial Award is presented each year to a 
lecturer chosen for his ability to make a distin- 
guished contribution to the science of marketing 
and for outstanding achievement in the marketing 
field. 

Although THE JOURNAL OF MARKETING ordinarily 
does not publish speeches as such, an exception is 
made in this case, because of the great significance 
of Mr. Drucker’s remarks. 
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ductively with society's purposes and hu 
man values. It is in marketing, as we now 
understand it, that we satisfy individual 
and social values, needs, and wants—be it 
through producing goods, supplying serv 
ices, 


fostering innovation, o1 


creating 
satisfaction. Marketing, as we have come 
to understand it, has its focus on the cus 
tomer, that is, on the individual making 
decisions within a social structure and 
within a personal and social value system. 
Marketing is thus the process through 
which economy is integrated into society 
to serve human needs. 

I am not competent to speak about 
marketing in the first sense, marketing 
as a functional discipline of business. | 
am indeed greatly concerned with mar- 
keting in this meaning. One could not 
be concerned, as | the basic 
industrial society in gen 


eral and with the 


am, with 
institutions of 
busi 
ness enterprise in particular, without a 
deep and direct concern with marketing. 
But in this field I am a consumer of mai 
keting alone 


management of 


one. I am 
not capable of making a contribution. 
I would indeed be able to talk about the 
wants and needs I have which I, as a con- 


albeit a heavy 


sumer of marketing, hope that you, the 
men of marketing, will soon supply:—a 
theory of pricing, for instance, that can 
serve, as true should, as the 
foundation for actual pricing decisions 
and for an understanding of price be- 


theories 


havior; or a consumer-focused concept 
and theory of competition. But | could 
not produce any of these “new products” 
of marketing which we want. I cannot 
contribute myself. To use marketing 
language, I am not even “effective de- 
mand,” in these fields as yet. 


THE ROLE OF MARKETING 


I shall today in my remarks confine 
myself to the second meaning in which 


marketing has become a discipline: ‘The 


role of marketing in economy and so 
ciety. And I shall single out as my focus 
the role of marketing in the economi 
development, especially of under-devel- 
oped erowth” countries. 

My thesis is very briefly as follows. 
Marketing occupies a critical role in re 
spect to the development of such 
“orowth” areas. Indeed marketing is the 
most important “multiplier” of such de 
velopment. It is in itself in every one of 
these areas the least developed, the most 
backward part of the economic system 
Its development, above all others, makes 


possible economik integration and the 


fullest utilization of whatever assets and 
productive capac ity an economy already 


OSSESSES. I 


latent economic 


contributes to 


mobilizes 
enerey. It the 


needs: that for the rapid development of 


greatesi 


entrepreneurs and managers, and at the 
same time it may be the easiest area of 
managerial work to get going. The rea- 
son is that, thanks to men like Charles 
Coolidge Parlin, it is the most systema 
tized and, therefore, the most learnable 
and the most teachable of all areas of 
business management and entrepreneur- 


ship. 


INTERNATIONAL AND INTERRACIAI 


INEQUALITY 


Looking at this world of ours, we see 
some essentially new facts. 

For the first time in man’s history the 
whole world is united and unified. This 
may seem a strange statement in view of 
the conflicts and threats of suicidal wars 
that 
But 


scream at us from every 
conflict with us. 
What is new is that today all of mankind 


shares the same vision, the same objec 


headline. 


has always been 


tive, the same goal, the same hope, and 
believes in the same tools. This vision 
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might, in gross over-simplification, be 
called “‘industrialization.” 

It is the belief that it is possible for 
man to improve his economic lot through 
systematic, purposeful, and directed ef- 
fort—individually as well as for an entire 
society. It is the belief that we have the 
tools at our disposal—the technological, 
the conceptual, and the social tools—to 
enable man to raise himself, through his 
own efforts, at least to a level that we 
in this country would consider poverty, 
but which for most of our world would 
be almost unbelievable luxury. 

And this is an irreversible new fact. It 
has been made so by these true agents of 
revolution in our times: the new tools of 
communication—the dirt road, the truck, 
and the radio, which have penetrated 
even the furthest, most isolated and most 
primitive community. 

This is new, and cannot be emphasized 
too much and too often. It is both a tre- 
mendous vision and a tremendous dan- 
ger in that catastrophe must result if it 
cannot be satisfied, at least to a modest 
degree. 

But at the same time we have a new, 
unprecedented danger, that of interna- 
tional and interracial inequality. We on 
the North American continent are a 
mere tenth of .he world population, in- 
cluding our Canadian friends and neigh- 
bors. But we have at least 75 per cent of 
the world income. And the 75 per cent 
of the world population whose income is 
below $100 per capita a year receive to- 
gether perhaps no more than 10 per cent 
of the world’s income. This is inequality 
of income, as great as anything the world 
has ever seen. It is accompanied by very 
high equality of income in the developed 
countries, especially in ours where we 
are in the process of proving that an in- 
dustrial society does not have to live in 
extreme tension between the few very 


rich and the many very poor as lived all 
earlier societies of man. But what used 
to be national inequality and economic 
tension is now rapidly becoming inter- 
national (and unfortunately also inter- 
racial) inequality and tension. 

This is also brand new. In the past 
there were tremendous differences be- 
tween societies and cultures: in their 
beliefs, their concepts, their ways of life, 
and their knowledge. The Frankish 
knight who went on Crusade was an ig- 
norant and illiterate boor, according to 
the standards of the polished courtiers of 
Constantinople or of his Moslem ene- 
mies, But economically his society and 
theirs were exactly alike. They had the 
same sources of income, the same pro- 
ductivity of labor, the same forms and 
channels of investment, the same eco- 
nomic institutions, and the same distri- 
bution of income and wealth. Econom- 
ically the Frankish knight, however 
much a barbarian he appeared, was at 
home in the societies of the East; and so 
was his serf. Both fitted in immediately 
and without any difficulty. 

And this has been the case of all so- 
cieties that went above the level of 
purely primitive tribe. 

The inequality in our world today, 
however, between nations and races, is 
therefore a new—and a _ tremendously 
dangerous—phenomenon. 

What we are engaged in today is es- 
sentially a race between the promise of 
economic development and the threat of 
international world-wide class war. The 
economic development is the opportu- 
nity of this age. The class war is the 
danger. Both are new. Both are indeed 
so new that most of us do not even see 
them as yet. But they are the essential 
economic realities of this industrial age 
of ours. And whether we shall realize the 
opportunity or succumb to danger will 
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largely decide not only the economic 
future of this world—it may largely de- 
cide its spiritual, its intellectual, its po- 
litical, and its social future. 


SIGNIFICANCE OF MARKETING 


Marketing is central in this new situa- 
tion. For marketing is one of our most 
potent levers to convert the danger into 
the opportunity. 

To understand this we must ask: What 
do we mean by “under-developed ’’? 

The first answer is, of course, that we 
mean areas of very low income. But in- 
come is, after all, a result. It is a result 
first of extreme agricultural over-popula- 
tion in which the great bulk of the peo- 
ple have to find a living on the land 
which, as a result, cannot even produce 
enough food to feed them, let alone pro- 
duce a surplus. It is certainly a result of 
low productivity. And both, in a vicious 
circle, mean that there is not enough 
capital for investment, and very low 
productivity of what is being invested— 
owing largely to misdirection of invest- 
ment into unessential and unproductive 
channels. 

All this we know today and under- 
stand. Indeed we have learned during 
the last few years a very great deal both 
about the structure of an under-devel- 
oped economy and about the theory and 
dynamics of economic development. 

What we tend to forget, however, is 
that the essential aspect of an “under- 
developed” economy and the factor the 
absence of which keeps it “under-devel- 
oped,” is the inability to organize eco- 
nomic efforts and energies, to bring 
together resources, wants, and capacities, 
and so to convert a self-limiting static 
system into creative, self-generating or- 
ganic growth. 

And this is where marketing comes in. 


Lack of Development in 
“Under-developed” Countries 


(1) First, in every “under-developed” 
country I know of, marketing is the most 
under-developed—or the least developed 
—part of the economy, if only because of 
the strong, pervasive prejudice against 
the “middleman.” 

As a result, these countries are stunted 
by inability to make effective use of the 
little they have. Marketing might by it- 
self go far toward changing the entire 
economic tone of the existing system— 
without any change in methods of pro- 
duction, distribution of population, or 
of income. 

It would make the producers capable 
of producing marketable products by 
providing them with standards, with 
quality demands, and with specifications 
for their product. It would make the 
product capable of being brought to 
markets instead of perishing on the way. 
And it would make the consumer capa- 
ble of discrimination, that is, of obtain- 
ing the greatest value for his very limited 
purchasing power. 

In every one of these countries, mar- 
keting profits are characteristically low. 
Indeed the people engaged in marketing 
barely eke out a subsistence living. And 
“mark-ups” are minute by our standards. 
But marketing costs are outrageously 
high. The waste in distribution and mar- 
keting, if only from spoilage or from the 
accumulation of unsalable inventories 
that clog the shelves for years, has to be 
seen to be believed. And marketing serv- 
ice is by and large all but non-existent. 

What is needed in any “growth” coun- 
try to make economic development real- 
istic, and at the same time produce a 
vivid demonstration of what economic 
development can produce, is a market- 
ing system: 


—A system of physical distribution; 
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— <A financial system to make possible the 
distribution of goods; and 

—Finally actual marketing, that is, an ac- 
tual system of integrating wants, needs, 
and purchasing power of the consumer 
with capacity and resources of produc- 
tion. 


This need is largely masked today be- 
cause marketing is so often confused with 
the traditional “trader and merchant” of 
which every one of these countries has 
more than enough. It would be one of 
our most important contributions to the 
development of “under-developed” coun- 
tries to get across the fact that marketing 
is something quite different. 

It would be basic to get across the 
triple function of marketing: 


—The function of crystallizing and direct- 
ing demand for maximum productive ef- 
fectiveness and efficiency; 

—The function of guiding production pur- 
posefully toward maximum consumer sat- 
isfaction and consumer value; 

—The function of creating discrimination 
that then gives rewards to those who 
really contribute excellence, and that 
then also penalize the monopolist, the 
slothful, or those who only want to take 
but do not want to contribute or to risk. 


Utilization by the Entrepreneur 

(2) Marketing is also the most easily 
accessible “multiplier” of managers and 
entrepreneurs in an “under-developed” 
growth area. And managers and entre- 
preneurs are the foremost need of these 
countries. In the first place, “economic 
development” is not a force of nature. It 
is the result of the action, the purposeful, 
responsible, risk-taking action, of men as 
entrepreneurs and managers. 

Certainly it is the entrepreneur and 
manager who alone can convey to the 
people of these countries an understand- 
ing of what economic development 
means and how it can be achieved. 


Marketing can convert latent demand 
into effective demand. It cannot, by it- 
self, create purchasing power. But it can 
uncover and channel all purchasing 
power that exists. It can, therefore, cre- 
ate rapidly the conditions for a much 
higher level of economic activity than 
existed before, can create the opportuni- 
ties for the entrepreneur. 

It then can create the stimulus for the 
development of modern, responsible, 
professional management by creating op- 
portunity for the producer who knows 
how to plan, how to organize, how to 
lead people, how to innovate. 

In most of these countries markets are 
of necessity very small. They are too 
small to make it possible to organize dis- 
tribution for a single-product line in any 
effective manner. As a result, without a 
marketing organization, many products 
for which there is an adequate demand 
at a reasonable price cannot be distrib- 
uted; or worse, they can be produced and 
distributed only under monopoly con- 
ditions. A marketing system is needed 
which serves as the joint and common 
channel for many producers if any of 
them is to be able to come into existence 
and to stay in existence. 

This means in effect that a marketing 
system in the “under-developed” coun- 
tries is the creator of small business, is 
the only way in which a man of vision 
and daring can become a businessman 
and an entrepreneur himself. This is 
thereby also the only way in which a true 
middle class can develop in the countries 
in which the habit of investment in pro- 
ductive enterprise has still to be created. 


Developer of Standards 

(3) Marketing in an ‘“under-devel- 
oped” country is the developer of stand- 
ards—of standards for product and serv- 
ice as well as of standards of conduct, of 
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integrity, of reliability, of foresight, and 
of concern for the basic long-range im- 
pact of decisions on the customer, the 
supplier, the economy, and the society. 

Rather than go on making theoretical 
statements let me point to one illustra- 
tion: The impact Sears Roebuck has had 
on several countries of Latin America. 
To be sure, the countries of Latin Amer- 
ica in which Sears operates—Mexico, 
Brazil, Cuba, Venezuela, Colombia, and 
Peru—are not “under-developed” in the 
same sense in which Indonesia or the 
Congo are “under-developed.” Their 
average income, although very low by 
our standards, is at least two times, per- 
haps as much as four or five times, that of 
the truly “under-developed” countries 
in which the bulk of mankind still live. 
Still in every respect except income level 
these Latin American countries are at 
best “developing.” And they have all the 
problems of economic development— 
perhaps even in more acute form than 
the countries of Asia and Africa, pre- 
cisely because their development has 
been so fast during the last ten years. 

It is also true that Sears in these coun- 
tries is not a “low-price’’ merchandiser. 
It caters to the middle class in the richer 
of these countries, and to the upper mid- 
dle class in the poorest of these coun- 
tries. Incidentally, the income level of 
these groups is still lower than that of 
the worker in the industrial sector of our 
economy. 

Still Sears is a mass-marketer even in 
Colombia or Peru. What is perhaps even 
more important, it is applying in these 
“under-developed” countries exactly the 
same policies and principles it applies in 
this country, carries substantially the 
same merchandise (although most of it 
produced in the countries themselves), 
and applies the same concepts of market- 
ing it uses in Indianapolis or Philadel- 


phia. Its impact and experience are, 
therefore, a fair test of what marketing 
principles, marketing knowledge, and 
marketing techniques can achieve. 

The impact of this one American busi- 
ness which does not have more than a 
mere handful of stores in these countries 
and handles no more than a small frac- 
tion of the total retail business of these 
countries is truly amazing. In the first 
place, Sears’ latent purchasing power has 
fast become actual purchasing power. Or, 
to put it less theoretically, people have 
begun to organize their buying and to 
go out for value in what they do buy. 

Secondly, by the very fact that it builds 
one store in one city, Sears forces a revo- 
lution in retailing throughout the whole 
surrounding area. It forces store modern- 
ization. It forces consumer credit. It 
forces a different attitude toward the cus- 
tomer, toward the store clerk, toward 
the supplier, and toward the merchan- 
dise itself. It forces other retailers to 
adopt modern methods of pricing, of in- 
ventory control, of training, of window 
display, and what have you. 

The greatest impact Sears has had, 
however, is in the multiplication of new 
industrial business for which Sears cre- 
ates a marketing channel. Because it has 
had to sell goods manufactured in these 
countries rather than import them (if 
only because of foreign exchange re- 
strictions), Sears has been instrumental 
in getting established literally hundreds 
of new manufacturers making goods 
which, a few years ago, could not be 
made in the country, let alone be sold in 
adequate quantity. Simply to satisfy its 
own marketing needs, Sears has had to 
insist on standards of workmanship, 
quality, and delivery—that is, on stand- 
ards of production management, of tech- 
nical management, and above all of the 
management of people—which, in a few 
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short years, have advanced the art and 
science of management in these countries 
by at least a generation. 

I hardly need to add that Sears is not 
in Latin America for reasons of philan- 


‘ thropy, but because it is good and prof- 


itable business with extraordinary growth 
potential. In other words, Sears is in 
Latin America because marketing is the 
major opportunity in a “growth econ- 
omy’’—precisely because its absence is a 
major economic gap and the greatest 
need. 


The Discipline of Marketing 

(4) Finally, marketing is critical in 
economic development because market- 
ing has become so largely systematized, 
so largely both learnable and teachable. 
It is the discipline among all our busi- 
ness disciplines that has advanced the 
furthest. 

I do not forget for a moment how 
much we still have to learn in marketing. 
But we should also not forget that most 
of what we have learned so far we have 
learned in a form in which we can ex- 
press it in general concepts, in valid prin- 
ciples and, to a substantial degree, in 
quantifiable measurements. This, above 
all others, was the achievement of that 
generation to whom Charles Coolidge 
Parlin was leader and inspiration. 

A critical factor in this world of 
ours is the learnability and teachability 
of what it means to be an entrepreneur 
and manager. For it is the entrepreneur 
and the manager who alone can cause 
economic development to happen. The 
world needs them, therefore, in very 
large numbers; and it needs them fast. 

Obviously this need cannot be sup- 
plied by our supplying entrepreneurs 
and managers, quite apart from the fact 
that we hardly have the surplus. Money 
we can supply. Technical assistance we 


can supply, and should supply more. But 
the supply of men we can offer to the 
people in the “under-developed” coun- 
tries is of necessity a very small one. 

The demand is also much too urgent 
for it to be supplied by slow evolution 
through experience, or through depend- 
ence on the emergence of “naturals.” 
The danger that lies in the inequality 
today between the few countries that 
have and the great many countries that 
have not is much too great to permit a 
wait of centuries. Yet it takes centuries 
if we depend on experience and slow 
evolution for the supply of entrepre- 
neurs and managers adequate to the 
needs of a modern society. 

There is only one way in which man 
has ever been able to short-cut experi- 
ence, to telescope development, in other 
words, to learn something. That way is 
to have available the distillate of experi- 
ence and skill in the form of knowledge, 
of concepts, of generalization, of meas- 
urement—in the form of discipline, in 
other words. 


THE DISCIPLINE OF ENTREPRENEURSHIP 


Many of us today are working on the 
fashioning of such a discipline of entre- 
preneurship and management. Maybe 
we are further along than most of us 
realize. 

Certainly in what has come to be 
called “Operation Research and Synthe- 
sis’ we have the first beginnings of a 
systematic approach to the entrepreneur- 
ial task of purposeful risk-taking and in- 
novation—so far only an approach, but 
a most promising one, unless indeed we 
become so enamored with the gadgets 
and techniques as to forget purpose and 
aim. 

We are at the beginning perhaps also 
of an understanding of the basic prob- 
lems of organizing people of diversified 
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and highly advanced skill and judgment 
together in one effective organization, 
although again no one so far would, I 
am convinced, claim more for us than 
that we have begun at Jast to ask intelli- 
gent questions. 

But marketing, although it only cov- 
ers one functional area in the field, has 
something that can be called a discipline. 
It has developed general concepts, that 
is, theories that explain a multitude of 
phenomena in simple statements. It even 
has measurements that record “facts” 
rather than opinions. In marketing, 
therefore, we already possess a learnable 
and teachable approach to this basic and 
central problem not only of the “under- 
developed” countries but of all coun- 
tries. All of us have today the same sur- 
vi.’ stake in economic development. 
The risk and danger of international and 
interracial inequality are simply too 
great. 

Marketing is obviously not a cure-all, 
not a paradox. It is only one thing we 
need. But it answers a critical need. At 
the same time marketing is most highly 
developed. 

Indeed without marketing as the hinge 
on which to turn, economic development 
will almost have to take the totalitarian 
form. A totalitarian system can be de- 
fined economically as one in which eco- 
nomic development is being attempted 
without marketing, indeed as one in 
which marketing is suppressed. Precisely 


because it first looks at the values and 
wants of the individual, and because it 
then develops people to act purposefully 
and responsibly—that is, because of its ef- 
fectiveness in developing a free economy 
—marketing is suppressed in a totalitar- 
ian system. If we want economic develop- 
ment in freedom and responsibility, we 
have to build it on the development of 
marketing. 

In the new and unprecedented world 
we live in, a world which knows both a 
new unity of vision and growth and a 
new and most dangerous cleavage, mar- 
keting has a special and central role to 
play. This role goes: 

—Beyond “getting the stuff out the back 
door”; 


—Beyond “getting the most sales with the 
least cost’; 

—Beyond “the optimal integration of our 
values and wants as customers, citizens, 
and persons, with our productive re- 
sources and intellectual achievements”’— 
the role marketing plays in a developed 
society. 


In a developing economy, marketing 
is, of course, all of this. But in addition, 
in an economy that is striving to break 
the age-old bondage of man to misery, 
want, and destitution, marketing is also 
the catalyst for the transmutation of la- 
tent resources into actual resources, of 
desires into accomplishments, and the 
development of responsible economic 
leaders and informed economic citizens. 
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WHO BUYS WHAT? 
LIFES STUDY OF CONSUMER EXPENDITURES 


RICHARD H. OSTHEIMER 


Manager of Market Research 
LIFE 
New York City 


An extensive survey of consumer spending during 1956 has just been completed by 
LIFE magazine. Conducted by Alfred Politz Research, Inc., detailed expenditures on all 
goods and services were collected from a nationwide probability sample of 10,243 house- 
holds. The first volume of a series entitled ““The LIFE Study of Consumer Expenditures” 
covers total spending on major categories and on fifty-seven selected product groups. 

In describing the markets for consumer goods and services, the report shows what share 
of the total dollars spent in each market were accounted for by households of various 
types—defined by such characteristics related to consumption as income, stage in the life 
cycle, and occupation. These data, combined with projections regarding household char- 
acteristics, have significant implications about future demand. 


IFE magazine has published the first 
L volume in its Study of Consumer 
Expenditures. This initial report marks 
the beginning of a long-range program 
that will supply American business with 
current marketing facts which, when 
analyzed and interpreted in the light of 
other knowledge, can be applied to spe- 
cific marketing decisions and thereby 
contribute to increased efficiency in mar- 
keting. 

This first volume covers virtually the 
entire spectrum of consumer expendi- 
tures during 1956 as determined from a 


e About the Author. Research Manager of the 
Market Research Department of LIFE magazine, 
Dr. Ostheimer formerly was the economist on the 
research staff of the Commission on Financing 
Higher Education. This was a project financed by 
the Rockefeller Foundation and the Carnegie Cor- 
poration, and sponsored by the Association of 
American Universities. 

Previously Dr. Ostheimer, who holds both an 
M.A. and Ph.D. in Economics from Columbia Uni- 
versity, was an Instructor in Statistics at Columbia 
College. He has also served as a consultant to the 
National Science Foundation. He is the author of 
Student Charges and Financing Higher Education, 
published by the Columbia University Press in 
1953. 
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nationwide survey of U.S. households. 
The over-all purpose is to describe the 
markets for each of the various goods and 
services which consumers buy. “Who 
spends how much on what?’’—this is an- 
swered by measuring how much of the 
total expenditures in each of the con- 
sumer markets is accounted for by house- 
holds of various types. 

‘The most recent source of data on this 
broad a scope is the survey by the Bureau 
of Labor Statistics which covers 1950 ex- 
penditures in urban markets. These 
findings are currently being tabulated 
and published by the Wharton School of 
Finance and Commerce under a grant 
from the Ford Foundation. In addition, 
more recent expenditures on particular 
goods and services are collected by the 
Department of Agriculture and the 
Board of Governors of the Federal Re- 
serve System. 


DESCRIPTION OF CONTENTS 
Kinds of Expenditures 


The basic statistic presented in the 
first Lire report is average annual dollar 
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expenditures per household in 1956. Be- 
cause these averages are computed from 
a probability selected sample of all 
households, the findings are projectable 
to the aggregate dollars spent by all 
forty-nine million households in the 
United States. Total current expendi- 
tures are divided among eight major 
types of expenditure: food, beverages, 
and tobacco; clothing and accessories; 
home operation and improvement; home 
furnishings, equipment, and appliances; 
medical and personal care; automotive; 
recreation; and other. More detailed ex- 
penditure categories are then shown 
within each of these eight major groups, 
such as baby foods and prepared mixes 
under food, men’s and boys’ footwear 
under clothing, and tires under automo- 
tive. In total, there are fifty-seven such 
product groups, a relatively small num- 
ber among all those collected. 

To increase the report’s value to mar- 
keting, individual products were classi- 
fied according to the use consumers make 
of them, rather than according to the 
Standard Industrial Classification which 
emphasizes where the item originates in 
the production process. Thus, ice cream, 
for example, was classified in this study 
under “desserts,” rather than in the SIC 
category of “dairy products.” 


Kinds of Households 

Expenditures are analyzed by seven 
household characteristics: household in- 
come (1955 money income from all 
sources before taxes); age of the house- 
hold head; occupation of the household 
head; education of the household head; 
stage of the household in the life cycle 
(young single persons or young married 
persons without children, households 
with children, etc.); geographic region 
(with metropolitan areas separated from 
non-metropolitan areas within each re- 


gion); and market location (within dif- 
ferent market sizes, inside central-city 
areas are separated from the balance of 
the market area). Another household 
characteristic related to consumption is 
its size, and average number of persons 
per household is reported for the house- 
holds in each classification. 


Budget and Market Shares 

In addition to average dollar expendi- 
tures per household, ‘‘budget-type”’ fig- 
ures are computed which show what 
shares of all the money spent by all 
households in a given classification went 
for food, for clothing, etc. The third 
statistic is a percentage based on the pro- 
jections of average expenditures per 
household to dollar totals. These per- 
centages show what share of the total 
dollars spent on a product or product 
group were accounted for by households 
of various characteristics, thus directly 
describing the nature of the market for 
each of the variety of goods and services 
sold to consumers. The comparison of 
the share of total dollars accounted for 
by households described by a certain 
characteristic with the share these house- 
holds numerically represent of all house- 
holds offers a meaningful measure of the 
importance of this characteristic in the 
demand for a given product or service. 


Present and Future Markets 

A finding, for example, that 35 per 
cent of all households are in a certain 
stage in the “life cycle” but account for 
50 per cent of the sales of some product 
has many marketing implications. One 
that comes quickly to mind is in long- 
range planning. Given projections of the 
number of households in this stage of the 
life cycle in future years, this relation- 
ship of life cycle to the purchasing of 
some product is a key to the sales out- 
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look for this product in future years. In 
broader terms, by presenting the means 
for measuring the association between 
household characteristics and consuming 
habits, these findings provide the market 
analyst and economist with the bases for 
estimating the likely effects on consump- 
tion of the demographer’s projections 
about the size and characteristics of the 
future population. 

The universe of expenditures is the 
total of current expenditures on all goods 
and services made by housekeeping 
households for personal or non-business 
purposes. Data were not collected on 
savings and income taxes, nor were capi- 
tal expenditures such as down payments 
on homes and purchases of stocks in- 
cluded. Emphasis is on those goods and 
services marketed through normal chan- 
nels of distribution; and the totals ex- 
clude outlays for philanthropic gifts, 
educational expenditures, and vacation 
expenditures for accommodations and for 
travel. 


CONDUCT OF THE SURVEY 


The survey was conducted for Lire by 
Alfred Politz Research, Inc. A separate 
technical report describes the method- 
ology in detail, including sample valida- 
tions and estimates of sampling errors. 
Following are some highlights of the 
techniques. 


The Sample 

The sample was selected on a multi- 
stage area probability basis, using 103 
primary sampling units covering 191 
counties. Within each of the primary 
sampling units, 2,340 smaller areas (city 
blocks and clearly defined areas in open 
country) or “locations” were selected 
through a random process, and one “‘seg- 
ment” averaging about seven adjacent 
households was selected at random from 


within each location. These segments 
yielded 17,173 occupied households, of 
which 15,003 supplied some information. 
The expenditure findings in this first re- 
port are based on the 10,243 households 
which supplied complete expenditure 
data. Since households that drop out tend 
to be associated with particular charac- 
teristics, ratio estimates on three of these 
characteristics were applied to make the 
10,243 households more similar to the 
15,003 households interviewed at least 
once. No substitutions or replacements 
were permitted at any time. 


Four Interviewing Waves 


The information was collected from 
each household in four interviews or 
“waves.”” There was a four-week interval 
between waves, and thus each household 
was interviewed four times over a thir- 
teen-week period. Beginning in October, 
1955, Over 200 new households en- 
tered the sample each week continuing 
through October, 1956; and interviewing 
went on throughout the fifteen-month 
period ending in December, 1956. While 
the average household was interviewed 
for eight hours in total, the individual 
interview was made more palatable by 
being spread over four periods. 


Periqd of Recall 


Injan effort to minimize response er- 
rors-+particularly errors which are the 
result of overtaxing the ability of re- 
spondents to remember accurately—two 
methods were used to collect expendi- 
ture information. In general, those ex- 
penditures which are relatively large and 
made infrequently, such as consumer 
durables, were obtained by standard re- 
call questions with explicit reference to 
specific goods. The recall period was 
varied with the item, from “within the 
last twelve months” for automobiles to 
three months for mortgage payments. 
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A Household Record 


All other expenditures were collected 
by a technique which combined the use 
of a diary, recall aids, and personal inter- 
view. On the Fourth Wave, the inter- 
viewer left with the household a “house- 
hold record” in which all expenditures 
by the household within the following 
ten-day period were to be entered. Care- 
ful instructions were given on the use of 
this record; and the record itself supplied 
aids to recall, such as the names of types 
of outlets under which specific expendi- 
tures were to be recorded and the day of 
the week for each of the ten days. The 
interviewer returned three days after 
placing the household record on Day 
Four to go over with the respondent the 
entries of the previous three days. Using 
a thirteen-point check list, appropriate 
questioning and scrutiny of the record at 
this time were designed to encourage 
correct use and complete reporting of all 
purchases. This procedure was repeated 
when return visits were made on Day 
Seven and Day Ten, at which time the 
interviewers collected the records. A\l- 
though the household kept a ten-day 
record, expenditures were only tabulated 
for the seven-day period of Day Two 
through Day Eight. The first day was 
considered a “‘practice” day, and expend- 
itures on the last two days were elimi- 
nated to avoid the possible effects of 
fatigue and loss of interest in keeping 
accurate records. 


Sampling and Response Errors 

The technique, which in essence varied 
the period of recall from less than one 
day with entries in the household record 
to twelve months for some questions in 
the schedules, had the effect of reconcil- 
ing two opposing forces. On the one 
hand, the longer the period of recall, the 
greater will be the occurrence of pur- 


chases, thereby increasing the sampling 
reliability of the final estimates. On the 
other hand, the shorter the period of re- 
call, the more accurate will be the recall 
of the expenditure. Thus, the technique 
took advantage of the fact that infre- 
quently bought products, for which 
longer periods of recall are necessary to 
obtain a sufficient sample base, tend to 
be higher priced and thus more accu- 
rately recalled over longer periods of 
time. Lower priced purchases, however, 
tend to be made frequently and shorter 
periods of recall provide sufficient sam- 
pling reliability. 

Since household records were not 
placed until thirteen weeks after the ini- 
tial visit (Wave One), records were filled 
out for the fifty-two weeks of 1956. Inter- 
viewers were able to place and have com- 
pleted records in 8g per cent of the 
households remaining in the sample at 
the time of Wave Four—in large measure 
the result of the rapport that had devel- 
oped from the previous three waves of 
interviewing. 


Housewife the Recorder 


The household member responsible 
for the major portion of the household 


expenditures—usually the housewife— 
was the principal source of the informa- 
tion, She had the responsibility for main- 
taining the household record and, in a 
sense, acted as the interviewer within the 
household by asking each member for his 
daily expenditures. Where it was not 
feasible for a household member, such 
as a nonrelated boarder, to reveal his ex- 
penditures, separate records and sched- 
ules were used for obtaining income and 
expenditure information which was sub- 
sequently combined with that of the rest 
of the household. 

Some expenditures collected on the 
recall schedules, such as clothing, were 
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obtained by interviewing each house- 
hold member individually. On major 
purchases such as refrigerators, the house- 
wife was the respondent but she was 
urged to consult with other members 
when there was any doubt in her mind. 
In the case of automobiles, expenditures 
were specifically asked of the household 
head. 


Skilled Interviewing 

Highly trained interviewers worked 
under close supervision and quality 
checks. The principal means of obtain- 
ing cooperation was interviewing skill 
and perseverance, plus questions on a 
wide variety of subjects designed to 
arouse the interest of respondents (base- 
ball, movies, neighborhood, juvenile de- 
linquency, hobbies). As many as eleven 
call-backs were made in an attempt to 
complete a wave of questioning. If the 
household had moved to within a rea- 
sonable distance, the interviewer went to 
the new address. With the exception of 
an inexpensive clock mounted on a plat- 
form on which the daily record was kept 
and a small lint brush at Wave Two, no 
premiums were used. 


Time Reference 

All expenditures obtained from the 
household record refer to 1956. Those 
obtained from the schedules refer to 
1956, plus all or parts of 1955. Expendi- 
tures on automobiles, for‘example, rep- 
resent an average of 1955 and 1956 ex- 
penditures (more accurately, the two-year 
period of November, 1954, through Oc- 
tober, 1956). All household characteris- 
tics are those at the time of the interview 
with the exception of income which is 
1955 money earnings from all sources 
before taxes. 


What Is a Household? 
The recipient unit is the household or 


housekeeping dwelling unit. No criteria 
of blood relationship or pooled income 
were applied. To qualify as a separate 
unit, a household within a dwelling unit 
had to have at least its own mailbox, or 
entrance, or cooking facilities. When 
there were more than four boarders, a 
dwelling unit was treated as a hotel and 
excluded from the sample. 


FINDINGS 
Income and Spending 


The survey shows that the average 
U.S. household spent annually $4,110 
for the goods and services which were 
measured, or a total of about $200 bil- 
lion for all households. The dominant 
influence of income on expenditures is 
clearly evidenced in the findings. The 
top row of Table 1 shows a consistent 
movement of larger total expenditures 
with higher incomes, but also a tendency 
for the increases in dollar expenditures 
to diminish as households move up the 
income scale. Up through incomes of 
around $3,500, an increase in income of 
$1,000 is associated with an increase in 
spending of about $goo, but the increase 
in expenditures is only $400 to $500 in 
the range of $3,500 to $8,500 and prob- 
ably about $350 per $1,000 income in- 
crement for incomes over $8,500. Income 
taxes, philanthropic gifts, educational 
and vacation expenses, and savings ac- 
count for larger and larger shares of 
these income increments as income gets 
higher. 

Expenditures actually tend to exceed 
income among the lower income house- 
holds (under $4,000). While some of this 
dissaving represents the incurring of 
debts to be paid out of savings from fu- 
ture earnings, it also doubtless repre- 
sents the dependence of retired persons 
on past savings (note the smaller house- 
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Taste 


PERCENTAGE Division OF TOTAL SPENDING AMONG MAJOR Goops AND SERVICES 


Household Income Before Taxes 


$3,000 $5,000 


All $2,000 $4,000 $ 7,000 
House- Under to to to to to $10,000 
holds $2,000 $3,000 $4,000 $5,000 $7,000 $10,000 or over 
Total annual expenditures 
per household $4,110 $1,933 $2,924 $3,839 $4,363 $5,016 $6,063 $7,946 
Per cent of total expendi- 
tures 100% 100% 100% 100% 100°, 100% 100°; 100°, 
Food, Beverages, Tobacco 29 36 33 30 29 28 26 24 
Clothing, Accessories 12 11 11 13 12 11 13 14 
Home Operation, Improve- 
ment 19 17 20 18 19 19 18 18 
Home Furnishings, Equip- 
ment, Appliances 9 7 8 8 8 9 9 10 
Medical, Personal Care 5 7 5 5 5 5 5 6 
Automotive* 14 11 13 15 14 16 15 15 
Recreation 5 5 5 5 6 5 5 6 
Other® 7 6 5 6 7 7 9 7 


Total U. S. Households 


(000's) 49,140 8,610 7,080 7,510 9,250 9,680 4,680 2,330 
Sample base 10,243 1,940 1,546 1,544 1,882 1,934 913 484 
Average number of per- 

sons per household 3.3 2.7 3.2 3.4 3.4 3.6 3.7 3.8 


* Expenditures on automobiles in this category refer to net outlays after trade-in allowances. 


hold size 
groups). 


among the _ lower-income 


Similar Budgets 


Table 1 shows how households of dif- 
ferent incomes divide their total spend- 
ing among major expenditure categories. 
As expected, least responsive to income 
are food expenditures, and hence they 
account for around a third of the total 
for households with incomes under 
$4,000, but for only a quarter for those 
with incomes over $7,000. With this ex- 
ception, however, the dominant impres- 
sion of these findings is the over-all uni- 
formity in the share each income group 
allots to satisfy these broad categories of 
needs and preferences. The spending 
patterns are very similar within the nu- 
merically large income group of $4,000 
to $7,000. The fact that this group repre- 
sents 39 per cent of all the households 
and accounts for 44 per cent of all the 
dollars spent in the market place gives 


> Includes life insurance premiums and non-medical professional services. 


increased emphasis to the concept of a 
mass market of homogeneous tastes. 
(When households are classified by in- 
comes after taxes, the differences be- 
tween income groups narrow still more 
because of the effects of progressive in- 
come taxes.) 

Other tables in the report generally 
support this impression of conformity 
in over-all spending habits among house- 
holds of various types. The professional 
and managerial occupations are not radi- 
cally different from the clerical, skilled, 
or unskilled workers in the shares of 
total expenditures going to each broad 
category. The findings are quite the same 
for households of different educational 
attainments and ages, and for households 
in different geographic regions. The 
proportionate distribution of the total 
dollar is even very similar among house- 
holds in various stages of the life cycle. 
Metropolitan households, however, spend 
significantly larger shares on food, cloth- 
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ing, and shelter and smaller shares on 
durable goods (particularly automobiles) 
than do households in non-metropolitan 
areas. 


Market Prospects 

Conformity of spending habits as 
measured by the shares of the budget 
allotted to major categories does not 
mean that all households are equally 
good market prospects. Since income is 
so important in determining expendi- 
tures, upper-income households account 
for disproportionately large shares of 
total spending relative to their numbers. 
Table 2, which divides all households 
roughly into thirds by income, shows 
that the top third ($5,000 and over in- 
comes) accounts for almost half of all the 
dollars spent. The middle third, which 
earns $3,000 to $5,000, spends exactly 
in proportion to its numbers (34%); 
while the bottom third, households with 
incomes under $3,000, spends slightly 
less than a fifth of all the dollars. The 
expenditure categories most responsive 
to higher incomes are home furnishings, 
equipment, and appliances; alcoholic 


beverages; automotive; recreation; and 
clothing. Food and tobacco expenditures, 
on the other hand, are noticeably less 
income-sensitive. 


Education and Spending 

The findings on more specific expen- 
ditures are of most interest in this ques- 
tion of identifying markets for the seller. 
By way of illustration, Table 3 shows 
four specific product groups from the 
fifty-seven in the first report which show 
a particularly high positive association 
with the educational attainment of the 
household head. Although an underlying 
cause of this relationship is the close cor- 
relation between a household’s income 
and the education of the household head, 
income does not explain all of the asso- 
ciation between spending and education. 
Since income correlates very closely with 
total expenditures, we can roughly hold 
constant the effects of income by con- 
trasting the behavior of expenditures on 
selected items with that of total expendi- 
tures. For instance, total expenditures by 
the college households averaged $5,442, 
slightly less than double the $2,807 spent 


TABLE 2 


PERCENTAGE Division oF TOTAL SPENDING AMONG HOUSEHOLDS OF VARIOUS INCOMES 


Total Expenditures... .. 


Food, Beverages, Tobacco... . 


Home Operation, Improvement........... 


Home Furnishings, Equipment, Appliances. . lore 


Household Income Before Taxes 


$3,000 


Under to $5,000 

$3,000 $5,000 or more 

32% 34% 34% 
19 34 47 
22 35 43 
20 30 50 
22 36 42 
ais 17 35 48 
ys. 18 35 47 
17 32 51 
21 33 46 
scien 16 34 50 
jhe 16 33 51 


* Includes life insurance premiums and non-medical professional services. 
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TABLE 3 
EXPENDITURES ON SELECTED ITEMS BY EDUCATION OF HOUSEHOLD HEAD 


Total Expenditures............ 


Frozen fruits, vegetables, and juices......... 14 
Photographic equipment.................. 11 


Did not 
All Finish Finished Some Finished College 
House- Grade Grade High High or 
holds School School School School Beyond 
Total U.S. households (000’s).............. 49,140 9,380 10,170 9,080 10,860 9,650 
Average Number of persons per household.. . . 3.3 3.3 3.3 3.6 3.4 3.2 


Average Annual Expenditure per Household 
$4,110 $2,807 


$3,576 $4,032 $4,612 $5,442 

8 10 13 17 23 
260 334 432 514 663 
21 31 38 48 54 
4 7 11 14 17 


100 13 18 18 25 26 
Frozen fruits, vegetables, and juices......... 100 il 15 17 26 31 
Photographic equipment. ................. 100 8 13 18 29 32 
10,243 2,143 2,186 1,907 2,188 1,819 


by the households whose heads did not 
finish grade school. But the higher edu- 
cated spent on the average two and one 
half times the amount on housing (rent, 
mortgage, school and land taxes) and 
communications (telephone), three times 
as much on frozen vegetables and juices, 
and four times as much on photographic 
equipment. 

The lower part of Table 3 presents the 
“share-of-market” statistics for these 
products. Combining the two upper 
groups into high-school graduation or 
beyond, this group constitutes 42 per 
cent of all households and 51 per cent of 
all the dollars spent, but 61 per cent of 
the photographic-equipment dollars, 57 
per cent of the frozen-vegetable dollars, 
56 per cent of the housing dollars, and 
55. per cent of the communications dol- 
lars. 

On the other hand, there are some 
products on which expenditures are in- 
versely associated with educational 
achievement. One conspicuous example 


is cooking and baking ingredients; spend- 
ing on this category tends to decrease as 
the educational and economic level— 
and degree of urbanization—of the house- 
hold rises. 


Life Cycle and Spending 

The stage of the household in the life 
cycle is another “non-income”’ character- 
istic affecting the demand for many 
goods and services. Households with 
young children represent particularly 
good markets for prepared mixes, major 
appliances, and household waxes and 
cleaners—illustrations cited in Table 4. 
Items such as these (not to mention the 
more obvious ones of baby powder, cere- 
als, and toys) rank high on the priority 
list of the budgets of these households 
and hence average expenditures are large 
relative to total spending. In 1956, these 
iiouseholds with small children num- 
bered 40 per cent of all households and 
did 45 per cent of the total spending, but 
they bought over half of all the consumer 
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TABLE 4 
EXPENDITURES ©N SELECTED ITEMS BY STAGE IN THE Lire CYCLE 
No Children No Children 
Children — 
All Single or — ——--— Married Single 
House- Married Head Under 10-19 Head Head 
holds Under 40 10 Only 40 or Over 40 0r Over 
Total U.S. households (000's)... 49,140 3,710 19.640 7,980 11,340 6,470 
Average number of persons per 
household. . 3.3 1.9 4.7 3.8 1.4 
Average Annual Expenditure per Household 
Total Expenditures........... $4,110 $4,332 $4,007 $4, 881 $3,639 $2,350 
5 3 6 5 2 
Major appliances... ..... 84 87 107 89 68 33 
Household waxes, polishes, clean- 
5 + 7 5 5 2 
Women's and girls’ clothing. . . . . 210 236 196 298 195 158 
Percentage Division of Expenditures 
Total U.S. Households. ...... 100% % 410% 16% 23% 13% 
Total Expenditures. ....... 100 8 45 19 20 8 
Prepared mixes... ... 5 53 18 19 5 
Major appliances........ . 100 8 51 17 19 5 
Household waxes, polishes, c lean- 
Women'sand girls’ clothing..... 100 9 37 23 21 10 
Sample base 10,243 726 4,103 1,676 474 1,264 


sales of prepared mixes, household pol- 
ishes, and major appliances. 

Spending priorities change when the 
children of the house are in their teens. 
The expenditures on women’s and girls’ 
clothing shown in Table 4 are particu- 
larly high for this group of households— 
accounting for 23 per cent of the total of 
such expenditures, in contrast to 19 per 
cent of all spending. Incomes on the 
average tend to be somewhat larger 
for this slightly older group, as indicated 
by the $275 increase in total spending 
over households with small children. 
However, this is only 6 per cent larger, 
while expenditures on women’s and 
girls’ clothing are $100, or 50 per cent, 
larger. The washing machines had been 
bought (average expenditures drop from 
$107 to $89 on major appliances), and 
the housewife was now better able to 
buy the clothes for herself which she 


had previously abstained from buying, 
and to buy the clothes necessary for her 
teen-age daughter. 


Suburban Spending 


There is no doubt that suburban liv- 
ing, in some ways, establishes unique 
patterns of consumption. By way of an 
approximation of suburban dwelling, 
tables in the report separate those house- 
holds within metropolitan markets which 
are in areas outside the limits of the 
central cities. The marketing significance 
of these households for particular indus- 
tries is illustrated by the findings that 
they spent 47 per cent of all the dollars 
on removable floor coverings (rugs and 
linoleum), 45 per cent of the total on 
sports goods, and 40 per cent of the dol- 
lars for prepared pet foods, while repre- 
senting only 27 per cent of all house- 
holds and g1 per cent of all spending. 
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Their absolute dollar expenditures on 
these products were considerably higher 
than those by households in other mar- 
ket locations, and also higher relative to 
their larger total expenditures and in- 
come. 

The 12,000,000 rural households 
in non-metropolitan places under 2,500 
population account for a disproportion- 
ally small share (a fifth) of total expendi- 
tures. However, with some specific prod- 
uct groups, such as gasoline and oil, their 
expenditures are more important in the 
total market. 


Regional Differences 


The importance of other household 
characteristics—notably regional location, 
age and occupation of the household 
head, as well as household income—in 
the demand for various products can be 
similarly inferred from the report. It 
may be observed, for example, that a 
good share of the variations in spending 
between geographic regions can be 
ascribed to different degrees of metro- 
politan market development, rather than 
to what might be interpreted to be char- 
acteristics of the region itself. The North- 
east, for example, had the highest per 
household total expenditures ($4,637)— 
40 per cent higher than the South which 
had the lowest per household spending. 
When between-region comparisons are 
made for metropolitan and non-metro- 
politan areas separately, the Northeast’s 
lead over the South shrinks to 25 per 
cent among metropolitan areas and 24 
per cent among non-metropolitan areas. 
Differences between regions in the “mix” 
of the population in respect to charac- 
teristics which affect spending, such as 
age and occupation, underlie many re- 
gional differences in expenditures on 
particular products. 


APPLICATIONS 


The Economist 

Surveys of consumer expenditures, 
first of all, provide economists with the 
“weights” necessary for constructing in- 
dexes of prices. In addition, they make it 
possible to test theories which seek to ex- 
plain consumer behavior and its role in 
aggregate economic activity. Knowledge, 
for example, of how expenditures vary 
among households of different incomes 
is the basis for estimating what effects a 
redistribution of incomes would have on 
the nation’s total propensity to consume. 
Underlying many of these kinds of analy- 
ses are projections into the future and 
guides to public policy in the areas of 
taxation, credit control, and social se- 
curity. The primary purpose of the Lire 
survey, however, was to describe the mar- 
kets for a great variety of specific goods 
and services, with the consequence that 
some of the information which an econ- 
omist would want for analysis was not 
collected, such as additions to savings and 
indebtedness, past and expected incomes, 
capital position, sources of income, and 
income and other taxes. 


The Marketer 


For the marketer, the more knowledge 
he has of the size and nature of the mar- 
ket for his (and other) products or serv- 
ices, the better is his basis for a great 
many decisions. Fstimates of the total 
dollar size of various markets can be 
made by projecting per household ex- 
penditures to total spending. While some 
industries have a thorough knowledge of 
the total retail sales of their industry, a 
great many have the handicap of no fig- 
ures at all, or questionable ones based on 
assumptions of the changes since the last 
Census of Manufacturers and of mark-up 
practices throughout the distribution 
system. The data of the Lire survey were 
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collected directly from the ultimate con- 
sumer and thus provide estimates of total 
sales in 1956 in terms of what the con- 
sumer actually paid, subject, to be sure, 
to sampling and response errors. 


Who Is the Customer? 

Findings on the importance of various 
types of consumers in the total market 
for a product—which are the primary 
emphasis of the study and subject to less 
error than total dollar projections—have 
a great many applications in marketing. 
On the one hand, they may simply be 
provocative of hypotheses and give direc- 
tion to further research, such as product 
testing and measures of brand allegiance 
among both heavy and light purchasers 
(expenditures by brands were not col- 
lected). Or the findings may be directly 
applied to advertising decisions on a par- 
ticular product, such as developing an 
appeal in the advertising message most 
compatible with the characteristics of the 
purchasers of the product and selecting 
advertising media whose audiences cor- 
relate closely with those characteristics. 


Area Sales Potentials 

What this study provides, in essence, is 
the basis for determining the relation- 
ship and hence the importance of differ- 
ent household characteristics (income, 
age, education, etc.) in the demand for 
various goods and services. One use of 
these relationships is the estimation of 
sales potentials in different parts of the 
country. The Census of Population, for 
example, provides information on these 
various household characteristics by state 
and county. Applying these figures to 
their relationship to expenditures on a 
product is a means of estimating the sales 
potential in an area, whether to set sales 
quotas for sales control purposes, or to 
locate new plants and retail outlets. 
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More People with More Income 


As mentioned earlier, these associa- 
tions between household characteristics 
and expenditures also have many impli- 
cations about future consumption. De- 
mographers estimate that by 1965 there 
will be fifty-six million households, seven 
million more than today. Economists, by 
extrapolating trends in _ productivity, 
the work week, and the labor force, be- 
lieve that the economy is capable of 
production levels which imply an aver- 
age real income per household in 1965 
some 20 per cent higher than in 1956. 
Many also foresee a continuation in the 
direction of a more equal distribution of 
personal income among families. The 
technological progress which brings 
about gains in productivity also neces- 
sarily changes the occupational structure. 


More Educated 


Given the relentless truth that the 
young get older and the old die off, to- 
day’s huge school enrollments plus the 
fact that younger adults are more edu- 
cated today than older adults definitely 
forecast a more educated adult popula- 
tion in the future. It is estimated from 
these figures that there will be seven and 
a half million more households in 1965 
than today headed by persons who at 
least graduated from high school, a lift 
from 42 per cent to 50 per cent of all 
households. 


More Metropolitan 


The trend has been for metropolitan 
markets to spread out area-wise with 
their outlying areas growing more rap- 
idly than their central cities and for 
non-metropolitan areas to be losing in 
relative importance. Of the total growth 
in population of almost twelve million 
between 1950 and 1955, for example, 
over eleven million occurred in the 168 
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metropolitan markets; and the outside- 
central-cities areas of these markets ac- 
counted for nine and a half million of 
this total. 


Younger and Older 


Among market researchers, there is 
probably no better read government re- 
port than the Census Report! on projec- 
tions of the population by age. It shows, 
among other things, that the number ten 
through nineteen years of age will in- 
crease around 50 per cent in the next 
decade. Along with other data these fig- 
ures yield an estimate in 1965 of almost 
two million more households than there 
are today with heads 65, years of age and 
older—an increase of almost 25 per cent, 
or about double the percentage growth 
of all households. 


Future Demand 


Knowledge of how household charac- 
teristics influence expenditures is the 
means by which these projections of 
characteristics may be translated into 
more reliable estimates of future ex- 
penditures, whether for large aggregates 
of goods and services or specific products. 
There are various levels of analysis for 
making such forecasts of demand, the 
first simply being the likely directions of 
future demand. As illustrated in the pre- 
vious section on findings, it is possible to 
infer the direction and, in rough terms, 
the degree of response of expenditures 
on a product to variations in each of the 
household characteristics. 

Products, for example, which are 
highly income-sensitive and on which 
expenditures also rise with education 
and urbanization, face a greatly increased 
demand in the future as the population 


*Current Population Reports, P-25, No. 123, 


October 20, 1955. 


attains higher economic and educational 
levels and becomes more concentrated in 
metropolitan areas. At the same time, the 
expenditure data might also show that 
the demand for such a product is lower 
among older households. In the light of 
the projection of a smaller proportion of 
younger households and a larger propor- 
tion of older households in the next 
decade, age would have to be considered 
a negative factor in future demand and 
weighed against the positive factors of 
income, education, and urbanization. 

Throughout analyses of this type, it 
must, of course, be realized that associa- 
tions between expenditures and a given 
household characteristic are gross rela- 
tionships, and hence the effects of 
changes in several characteristics are not 
additive. To add the gross response in 
demand to higher incomes to that of 
higher education would in effect be 
counting a good deal of the same factors 
twice because of the high and positive 
intercorrelation between education and 
income. 


Isolated Effects 


The next level of analysis is the assess- 
ment of the effects on demand of changes 
in a particular household characteristic 
while holding constant one or more of 
the other characteristics. In this connec- 
tion, Lire is now tentatively planning 
to publish at a later date “two-way” 
tables of expenditures. Expenditures by 
households classified by each character- 
istic will be cross classified by the over- 
powering characteristic of household 
income. It will then be possible to com- 
pare expenditures among households of 
different ages (or educational attain- 
ments, occupations, market locations, 
etc.) but of the same income level. An 
extension of this type of analysis is the 
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derivation of equations which isolate the 
effect each household characteristic has 
on expenditures for a specific product 
and which make it possible to estimate 
future demand from _ projections of 
household characteristics. 


Forecasting 


Regardless of how refined the tech- 
nique, forecasting is always hazardous. 
Applications of relationships derived 
from cross-sectional or “timeless” data to 
forecasts over time have often been un- 
successful, as have other methods, such 
as the correlation of time-series data. 
However, lack of success in many of 
these cases has been due to the failure to 
take explicitly into account the possibil- 
ity of changes in other factors which 
might affect the final estimate. 

An illustration is that of low forecasts 
of food expenditures, based solely on the 
relationship of food expenditures to in- 
come. As income rises, food expenditures 
rise less rapidly and thus represent a 
smaller share of total spending, other 
things being equal. However, other 
things in fact have not remained equal 
over time and the food industry has not 
received a smaller share of total spend- 
ing. (Food outlays, according to the De- 
partment of Commerce, were 27.6 per 
cent of total personal consumption in 
1947 and 26.7 per cent in 1956.) One 
reason the forecasts were low is that there 
has been a shift in population from rural 
to metropolitan areas where households 
of the same income spend higher propor- 
tions of the total on food. Nonetheless, 
all possible factors (such as how changes 
in supply may affect the prices of one 
product relative to those of a competing 
one and hence actual purchases) can 
never be fully allowed for, simply be- 
cause there is often no basis for project- 
ing these factors. It is, therefore, partic- 
ularly desirable to make and compare 


forecasts which are derived independ- 
ently by different methods. 


The Food Industry 


The food industry illustrates another 
function of a long-range outlook. As a 
necessity in an economy rapidly moving 
to higher and higher standards of living, 
the industry has faced the possibility of 
losing ground to other industries and be- 
coming a smaller share of the total. It 
has reacted strongly by promoting the 
taste for quality foods and by developing 
new “convenience” foods—prepared, in- 
stant, and frozen—which was in effect to 
add domestic service to their products. 
In a sense, the forecast was the basis for 
its not being realized. Industries with 
products which do not respond positively 
to higher levels of education and earn- 
ings or more metropolitan living can 
conceivably profit in a similar way from 
what such relationships imply about fu- 
ture sales. The direction may be the 
diversification of products, the introduc- 
tion of new products, or new faces on old 
ones. 

No choice, of course, exists between 
forecasting and not forecasting future 
markets. Decisions to invest in plant and 
equipment must be made years before 
revenue is realized from the investment. 
Crucial in this decision is the estimate 
of the future demand for the output of 
this plant and equipment. Indeed, nearly 
every important management decision 
has implicit in it a forecast of the future. 
Sometimes the margin of permissible er- 
ror in respect to a right or wrong decision 
is narrow, often little more is needed 
than the direction, but always the need 
for the forecast is there. With the respon- 
sibility for forecasting the markets for 
specific goods, the marketing man can 
make good use of the consumer expendi- 
ture findings of the type the Lire survey 
provides. 
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A NEW CONCEPT IN GASOLINE MARKETING 


JAMES B. McNALLEN 


Graduate School of Business Administration 
New York University 


One of the events that excited the most comment in petroleum marketing circles in 
1956 was the introduction by Sun Oil Company of five grades of gasoline in Florida. This 
was particularly significant since Sun had traditionally manufactured and marketed only 


a single grade of gasoline. 


Sun has long been a major factor in price and quality competition in its marketing 
territory. This is a case history of competition showing how these factors of price and 
quality competition, along with Sun’s distribution setup and technological capacity, in- 
fluenced the decision to market multiple grades of gasoline. 


THE PROBLEM 


INCE 1927, Sun Oil Company has tra- 
S ditionally marketed only a single 
grade of gasoline—Blue Sunoco—which 
it has advertised and sold as ‘premium 
gasoline for the price of regular.” 

This policy has been unusually suc- 
cessful, and has helped to build Sun into 
the eleventh largest oil company in the 
United States.' Sun’s share of the gaso- 
line market in its marketing territory has 
shown a gradual but steady increase 
through the boom of the 1920's, the de- 
pression, World War II, and the post- 
war boom: 


Year 


Sun’s share of the market? 


Sun’s traditional policy has been to 
market a gasoline of such quality as to 
satisfy the needs of go per cent of the cars 
on the road. 


* With sales of $731 million and net profits of $56 
million in 1956, Sun’s assets stood at $593 million. 
Source: The 500 Largest U. S. Industrial Corpora- 
tions. Supplement to July, 1957, Fortune magazine. 

* Figures based on state gasoline tax gallonage 
figures (includes a plus factor to disguise the actual 
percentage). Supplied by Sun Oil Company, Phila- 
delphia, Pennsylvania. 


@ About the Author. A graduate of Columbia Col- 
lege, Columbia University (A.B. 1951), Mr. Mc- 
Nallen is now a student of marketing at New York 


In 1954-55. however, Sun found that 
it was rapidly approaching the economic 
limits of its present policy. Looking 
ahead, based on the octane requirements 
of the 1956 cars, the company could pre- 
dict the following pattern in product 
quality requirements: 

Octane Requirement 


1956 
874 
96 
93 


Percentage of 
Cars Satisfied 


1958 


Sun faced a major decision. To raise 
the quality of its single grade of gasoline 
to meet the requirements of go per cent 


1954 
11% 


1939 1946 


10% 


1950 
9% 10.5% 
of the cars in 1958 and 1960 would be 
economically impossible if the gasoline 
were sold at the regular price, and would 
require an immediate investment of ten 
to fifteen million dollars in its two re- 
fineries at Marcus Hook, Pennsylvania, 
and Toledo, Ohio. If the company chose 
University, Graduate School of Business Adminis- 
tration. The author wishes to express his apprecia- 
tion to Dr. James S. Cross, Manager, and Mr. 
Orville Magill, of the Statistical Research Section 
of Sun Oil Company, Philadelphia, for supplying 
and checking the accuracy of the basic statistical 


material. The article, however, is the work of the 
author, and the opinions expressed are his own. 
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to maintain the quality of its present 
product, economically speaking, Sun 
would face a declining share of the mar- 
ket, with a rapid decline after 1958-1960. 


QUALITY COMPETITION 

When Sun first introduced Blue Sun- 
oco gasoline in 1927, the spread between 
the model car with the lowest gasoline 
octane requirement for satisfactory op- 
eration and the one with the highest, was 
only six octane numbers. Today this 
spread has increased to 20 octane num- 
bers. 

Accompanying the trend toward higher 
horsepower ratings and increased com- 
pression ratios of the new model cars, 
there has been a sharp trend toward 
upgrading the octane number of the 
various grades of gasoline being mar- 


keted: 


both their products up the octane scale, 
thus keeping Sun equidistant quality- 
wise between their regular and premium 
grades. Then, as Sun of necessity must 
increase its gasoline quality by steps 
rather than on a gradual upward slope, 
Sun's competitors have tried progres- 
sively to raise the quality of their regular 
grades to just barely below Blue Sunoco 
and thus cut under Sun’s merchandising 
claim of marketing a “premium gasoline 
for the price of regular.” 

Sun’s basic product policy has been to 
“maintain product quality always. In 
striving to reduce costs, do not sacrifice 
quality. If you have a choice of cam- 
paigning on a platform of superior qual- 
ity at the going price, or regular quality 
at a reduced price, always adopt the 


AVERAGE East Coast OCTANE QUALITY ForEecAstT® 
(AS OF JANUARY, 1956) 


* Based on Sun Oil Company estimate of the trend. 


As a general rule, Sun has split the dif- 
ference between the octane ratings of the 
regular and premium grades of gasoline 
marketed by its competitors, consistent 
with its policy of satisfying the needs of 
go per cent of the cars on the road. 
Marketing only one grade of gasoline, 
Sun has been vulnerable to quality com- 
petition by its competitors. As Sun has 
increased the quality of its product to 
satisfy go per cent of the cars, its com- 
petition—having two grades of gasoline— 
has straddled Sun quality-wise. 

Each time Sun has increased the oc- 
tane rating of Blue Sunoco, equaling or 
scraping the quality edge of its competi- 
tors’ premium products, they have moved 


* Figures supplied by Sun Oil Company. 


Year 1948 1950 1952 1954 1956 1958 1960 
Regular Grade Gasoline 83 85% 87 8914 92 93* 95* 
Premium Grade Gasoline 88 91 92% 95 97 99* 101* 


PRICE COMPETITION 


Sun has also been particularly vulner- 
able to price competition both as to sales 
volume and profits. The company’s ad- 
vertising message has had two prime 
aspects: an appeal to a quality product, 
“premium gasoline,” but, even more, an 
appeal to price, “at the price of regular.” 

Basing its sales appeal primarily on 
price, Sun has been the most vulnerable 
of all the major oil companies to price 
competition by the independent refiners 

*Samuel B. Eckert, former Executive Vice Presi- 
dent, Sun Oil Company. “Fundamentals of Sound 
Marketing.”” Charles Coolidge Parlin Memorial Lec- 
ture presented before Philadelphia Chapter, Ameri- 
can Marketing Association, Philadelphia, May 16, 
1950. 
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and marketers, the private branders and 
cut-raters. 

Likewise when competition has gotten 
particularly rough, Sun’s major com- 
petitors—having both a regular and a 
premium grade of gasoline—have been 
able to convert their regular gasoline 
into a “fighting brand,” reducing the 
price to meet direct price competition 
while maintaining the price of their pre- 
mium gasoline. Since the premium seg- 
ment of the gasoline market is not so 
sensitive to price fluctuations, these com- 
panies—Sun’s competitors—have been 
able to meet price competition while 
maintaining untouched at least a por- 
tion of their profits. 


Principal Marketing Area 


Leading Marketer 


maintaining sales position is like driving a 
car on a slippery pavement. If you react 
quickly, a skid amounts to nothing, but if 
you let it get underway, you may lose com- 
plete control. Remember, too, that the fel- 
low who is taking away your business is 
automatically decreasing his costs, and by 
the same token, is increasing yours.® 


SUN’S MARKET POSITION 

Sun generally occupies second or third 
place in the various states in its market- 
ing territory. Sun is not the leading mar- 
keter in any state in which the company 
markets gasoline. 

Sun’s toughest competitor in each of 
its markets is the leading marketer, as 
shown below: 


Sun's Position 


(a) New England 

(b) New Jersey, New York, 
Md., Va., Del., D.C. 

(c) Pennsylvania 

(d) Florida 

(e) Michigan 

(f) Ohio 


Because of the large investment in 
distribution, refining, transportation, and 
production facilities, many of the costs 
of gasoline marketing are fixed, or over- 
head, costs. Any substantial drop in sales 
volume means an increased unit cost of 
doing business. 

To protect its market position and to 
keep unit costs down, Sun has been a 
strong, vigorous competitor and an ag- 
gressive marketer. While recognizing a 
one- or two-cent differential by the pri- 
vate brands, when faced with price com- 
petition, Sun has met the challenge by 
cutting its own prices to protect its posi- 
tion. 

Sun’s basic policy on meeting price 
competition has been stated as follows: 


Watch your competitors’ quality and 
price structure closely. Remember that 


Socony Mobil Oil Co., Inc. 


Esso Standard Oil Co. 
Atlantic Refining Co. 2nd 
Standard O:) Co. (Kentucky) 7th 
Standard Oil Co. (Indiana) 
Standard Oil Co. (Ohio) 2nd 


2nd or 3rd 
2nd or 3rd 


2nd 


Sun has approximately 11- per cent® of 
the gasoline market in its marketing ter- 
ritory. The market share of Sun’s princi- 
pal competition in typical markets are as 
follows:* 


Socony Mobil (Massachusetts) 
Esso Standard (New Jersey) 
Standard of Kentucky (Florida) 
Standard of Ohio (Ohio) 
Standard of Indiana (Michigan) 


16-17% 
26-27% 
20% 
30%, 
20% 


SUN'S DISTRIBUTION SETUP 


Sun’s basic policy on the extent of its 
marketing territory is as follows: 


Never enter a marketing territory you are 
not equipped to handle economically. If 
your competitor has advantages resulting 
from plant location or cheaper transporta- 


*Samuel B. Eckert, same reference as footnote 4. 

* Contains a plus factor to disguise actual figure. 

* Based on figures supplied by Sun Oil Co. Fig- 
ures not available on Atlantic’s market position. 
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tion, do not try to develop that area until 
you have provided the facilities that make 
possible the delivery of your product at a 
cost at least as low as your competitors’.* 


Sun has one of the lowest-cost distribu- 
tion systems in the oil industry. From the 
production of the crude petroleum, to 
the delivery of the product to bulk plants 
and terminals, Sun uses only the two 
lowest-cost methods of distribution: (1) 
pipelines and (2) tankers and barges. 

In the 1930's, Sun constructed a series 
of gasoline pipelines out from its re- 
finery at Marcus Hook to Cleveland, 
Ohio, to Syracuse, New York and into 
Newark, New Jersey. The laying of these 
pipelines gave Sun a very low-cost dis- 
tribution system through a major seg- 
ment of the industrial East and the Mid- 
dle West. 

For example, gasoline flows from Mar- 
cus Hook to Newark, New Jersey where 
it can be distributed in the New York 
City area or to New England by sea-go- 
ing tanker, or shipped by barge up the 
Hudson River to Albany. The line run- 
ning to Syracuse, New York, hooks into 
the New York Barge Canal System and 
can be distributed along the canal to 
upper New York. 

Sun’s refinery at Toledo, Ohio, pushes 
gasoline into Ohio, Michigan and Chi- 
cago. Sun also has a two-way pipeline 
system running between the Toledo and 
Marcus Hook refineries so that product 
shortages in one can be made up from 
the other. Compared to the transporta- 
tion costs of some of its competitors who 
still use rail, tank trucks and bulk haul- 
ers, Sun has a large competitive advan- 
tage in its low-cost system of gasoline 
transportation. While the figures are 
long since out of date, comparative costs, 
along with the percentage use Sun makes 


*Samuel B. Eckert, same reference as footnote 4. 


of each method, are shown in the follow- 
ing:® 


Cost per Percentage of 

Barrel-mile Barrel-miles 
Water $.00053 26% 
Pipeline .00073 64% 
Rail 0034 4% 
Trucks 01 5% 
Bulk haulers 0028 1% 


To further reduce delivery costs by 
tank trucks, Sun has increased the gaso- 
line storage capacity of its service sta- 
tions, thus maximizing the size of its 
tank trucks and permitting full drops by 
the trucks in accordance with legal lim- 
itations and dealer tankage. Sun has also 
maintained strict scheduling of its de- 
liveries in order to minimize its invest- 
ment in delivery equipment and to ex- 
tend maximum utilization of its tank 
trucks. 

Further, Sun has spaced its bulk plants 
along its pipelines to cover the maxi 
mum marketing area as economically as 
possible, and has placed as many as pos- 
sible of its bulk distribution plants on 
the sea and along the inland waterways. 

Since it has marketed only a single 
grade of gasoline, Sun has also been able 
to effect major savings by cutting out 
split loads in tank trucks caused by two 
grades of gasoline, and dual tankage at 
terminals, bulk plants, and refineries. 

By having only a single grade of gaso- 
line, Sun has also been able to avoid dual 
tankage, piping and pumps at its service 
stations. 

Sun has poured these savings into re- 
search and thus has been able constantly 
to offer a higher quality product at a 
lower price than its competitors. 

These savings have also helped Sun 
meet the price competition of its vari- 
ous competitors. 

* This information on Sun’s distribution setup is 


based on the article “Sun Oil” which appeared in 
the February, 1941, issue of Fortune magazine. 
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POSSIBLE DECISIONS 


In 1954-55, Sun’s management was 
faced with the following possible deci- 
sions: 


(1) To retain its present policy of mar- 
keting only a single grade of gasoline. 

As stated previously, to raise the qual- 
ity of its single grade of gasoline to meet 
the requirements of go per cent of the 
cars in 1958 and 1960 would be econom- 
ically impossible if the gasoline were 
sold at the regular price, and would re- 
quire an immediate investment of ten to 
fifteen million dollars in Sun’s two re- 
fineries at Marcus Hook and Toledo. 
Further, there would be no possibility of 
recovering any part of this investment 
through increased gasoline prices. If the 
company chose to maintain the quality 
of its present product, economically 
speaking, Sun would face a declining 
share of the market, with a rapid decline 
after 1958-1960. 

(2) To market a regular and a pre- 
mium grade of gasoline, the same as its 
competition. 

Sun has built itself into a major factor 
in the gasoline market by pursuing an 
independent marketing policy. Even the 
color of its gasoline, derived from a 
gasoline-soluble blue dye, is different 
from the red, bronze, yellow or clear 
colors of its competitors’ gasolines. 

By adopting two grades of gasoline, 
Sun would become a “me, too” marketer 
and lose its unique, independent posi- 
tion in the industry. This course would 
also mean the end of Sun’s basic sales ap- 
peal, “premium gasoline for the price of 

egular.” It is doubtful whether Sun 


could even maintain its position, much 
less strengthen it, by converting to two 
grades of gasoline. 

(3) To market three grades of gaso- 
line: a regular, premium, and super pre- 
mium. 


In 1954-1955, this would have seemed 
to be a logical solution. Sun could still 
maintain an independent position, adapt 
its gasolines to fit the different octane 
needs of the various cars, establish a price 
differential between the three grades, 
and satisfy 98-100 per cent of the market, 
rather than its traditional go per cent of 
all cars. 

However, to market three grades of 
gasoline would set at naught Sun’s hard- 
earned distribution economies obtained 
through marketing a single grade of 
gasoline. Triple tankage would have to 
be installed at bulk plants, terminals 
and refineries. Sun's service stations 
would require triple pumps, piping and 
tankage to carry three grades. The use of 
three grades would also cause split loads 
in Sun’s tank trucks, would interfere 
with the delivery scheduling, and would 
break down the efficiency of the system. 
(These disadvantages would also apply, 
to a lesser extent, to the use of two 
grades of gasoline.) 

Finally, it was anticipated that the 
other suppliers would probably be fac- 
ing the same problem of coping with the 
octane spread. Since many of these com- 
panies marketed three grades of gasoline 
in the 1930's and early forties, it was pos- 
sible that they would do so again. Fur- 
ther, when Sun started installing addi- 
tional tankage, piping and gasoline 
pumps at its service stations, these com- 
panies would probably discern Sun’s 
marketing strategy and beat her to the 
punch by introducing their own super- 
premium. 

It would not be feasible to market 
four grades of gasoline because of the 
tremendous additional investment that 
would be required in distribution facil- 
ities and huge, added distribution costs. 

(4) To continue to market its high 
quality Blue Sunoco gasoline, but with 
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an “octane concentrate’ which could be 
blended at the pump to produce gaso- 
line with any octane required. 

This was a completely new concept in 
gasoline marketing. In manufacturing, 
Sun was “in an enviable position to pro- 
duce the (octane) concentrates. It is able 
to put together a super, high-octane mix- 
ture from facilities at three refineries. 


For its three plants in Marcus Hook, Pa., 
Toledo, Ohio, and Sarnia, Ontario, cata- 
lytic-cracking capacity equals 58.5% of 
crude capacity. This ranges from 51.59% at 
Marcus Hook to 73.5% at Sarnia. At all 
three plants the company operates Houdri- 
flow units which can be converted to 
Houdresid operation charging crude-bot- 
toms fractions. 

Of more importance is the company’s po- 
sition on catalytic reforming. Very high 
octane fractions like xylenes can be ex- 
tracted from catalytic reformate. This re- 
forming capacity ranges from 17% of crude 
capacity at Toledo to 22% at Marcus Hook. 
The over-all average is a little over 20%. 

In both of these catalytic processes, Sun 
leads all major oil companies at present, 
and is well out ahead of the industry aver- 
age.!° 


Thus, Sun had a technical advantage 
in trying the “octane concentrate” route 
to upgrading its gasoline. Further, no 
immediate investment in the refineries 
would be required. 

While there would be some difficulties 
in developing a blending pump, educat- 
ing the dealer and the public, and solv- 
ing the problems of dual tankage and 
piping and two-product delivery, these 
problems were definitely less than would 
be encountered using two or three grades 
of gasoline. Also the system would have 
both an octane and a price differential, 
while maintaining an independent mar- 

*“Five Gasoline Grades from One Hose,” The 


Oil and Gas Journal (Tulsa, Oklahoma), Vol. 54, 
No. 43 (Feb. 27, 1956), pp. 82, 83, from p. 82. 


ket position and flexibility as to product 
quality and pricing. 

Based on this preliminary analysis, it 
was determined to conduct a test of this 
new concept in gasoline marketing. Be- 
cause Florida was an isolated market as 
far as Sun is concerned, with no “‘slop- 
over” in advertising, it was decided to 
hold the preliminary market test in Or- 
lando, Florida. Another advantage of 
choosing Florida was that Sun would be 
able to hit all types of trade—local, as 
well as the “carriage” tourist trade from 
the North—and get a wide variety of re- 
actions to the new system. 


TESTING THE MARKET 

Sun started its market test of the con- 
cept of marketing multi-grades of gaso- 
line through a single pump in February, 
1956, at Orlando, Florida. 

Preceding the test, Sun’s engineers, 
working with the Wayne Pump Com- 
pany, developed a gasoline pump with a 
selector switch which would automati- 
cally blend the octane concentrate with 
Blue Sunoco to produce a series of dif- 
ferent octane grades of gasoline. Custom- 
blending pumps were assembled by hand 
and installed at seventeen service stations 
in Orlando, Florida. 

Dealer clinics were held with the deal- 
ers, explaining the new pump and how 
it worked, telling about the new multi- 
grade system and going through the sales 
routine with each of the dealers. Each 
dealer was also given an opportunity to 
work the pump and learn exactly how it 
operates. 

In operating the pump, the grades of 
the gasoline are indicated by use of a 
grade-selector switch and a dial showing 
the gasoline grades dispensed by the cus- 
tom-blending pump. The original five 
grades tested at Orlando were labeled 
Blue Sunoco 200, 210, 220, 230 and 250. 
Grade 200 is the regular Blue Sunoco 
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without any octane concentrate while 
the others progressed up the octane scale 
with Blue Sunoco 250 rated at over 100 
octane. 

The following table of octane ratings 
for the five test-grades is based on a Sun 
competitor's analysis of gasoline bought 
at one of the Orlando stations: 


Research Price 

Grade Octane per Gal.* 
Blue Sunoco (200) 94 28.9c 
210 95.3 29.9% 
220 96.6 30.9c 
230 98.0 31.9¢ 
250 100.5 33.9¢ 


* Includes federal and state taxes.“ 


Although Sun does not exercise direct 
control over the prices charged for its 
gasoline, it suggested increments of one- 
cent per gallon for each of the grades up 
to 230 over the regular price of 28.9 
cents per gallon charged for Blue Sunoco 
200, with an increment of 2 cents for 
grade 250.17 

In addition to its dealer clinics, the 
company held a series of conferences 
with car dealers explaining the new 
system. Following the conference, the 
owner of the car agency and one other 
of the top personnel, for example, the 
general manager, master mechanic or 
service manager, were given certificates 
entitling them to fifteen gallons of free 
gasoline under the new system. 


ADVERTISING 


Sun supported the introduction of its 
multi-grade system in Florida with an 
extensive advertising campaign. The ad- 
vertisements run in the introductory 
series were primarily of an educational 
nature illustrating and explaining thé 
operation of the custom-blending pump 

“All Eyes are on Sun,” The Oil and Gas Jour. 
nal (Tulsa, Oklahoma), Vol. 54, No. 46 (M&@fch 19, 


1956), Pp. 125. 
™Same reference as footnote 11. 


and explaining the need for the multi- 
grades in adapting the quality and price 
of gasoline to each customer's particular 
needs. This advertising appears to be 
working around to a new slogan: “Maxi- 
mum Performance at Lowest Possible 
Cost.” 

This, an extension of Sun’s previous 
advertising campaign and expressive of 
its marketing policy, would seem to be a 
natural. 

Sun also published a folder entitled 
“New Way to Buy Gasoline: Octane to 
fit your car CUSTOM BLENDED at the 
pump,” to be given as a handout to mo- 
torists. This handout gave detailed sup- 
port to Sun’s advertising message, . ex- 
plaining the custom-blending pump and 
the need for multiple grades of gasoline, 
and telling “How to select the RIGHT 
BLEND for your car.” 


CUSTOMER REACTION 

Customef reaction to Sun’s custom 
blending experiment during the Florida 
test was, on the whole, very favorable. A 
small percentage of Sun’s customers had 
an initial, unfavorable reaction. How- 
ever, once the system and the pump were 
explained, these customers almost invari- 
ably adopted a favorabl€ attitude and 
frequently became steady customers for 
one of the new grades. 

Typical reactions from the car dealer 
group toward the custom pump were 
“wonderful,” “terrific,” “great idea,” and 
“gives correct motor fuel for each car.” 
‘These same dealers described the new 
multi-grade gasoline system in such terms 
as “gives better performance,” “‘better 
mileage,” “better pick-up,” etc. 

Further, Sun instructed its service sta- 
tion dealers to trade down instead of 
trading up. When a customer drives in, 
he is asked what grade he wants. When 
he asks, “What grade do you recom- 
mend?”’, the dealer has been instructed to 
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say, “Well, what gas have you been 
using?” 

Motorist: “Blue Sunoco” (or Esso Reg 
ular or Gulf No-Nox, etc.). 

Dealer: has it worked?” 

Motorist: “It’s been pinging a bit’ (or 
“lacks pick-up’’—‘‘a little sluggish.”’). 

Dealer: “Well, why don’t you try 230? 
If that works okay, next time we'll try 
220 and then 210 until we find out just 
what octane your car really needs.” 

Motorist reaction has been very favora- 
ble. Sun’s sales in the test area (later ex- 
tended to all Florida) showed a 2 per 


cent increase after the new multi-grade 
system was introduced. The system also 
attracted, as regular customers, a con- 
siderable percentage of new high-com- 
pression cars—a market which Sun pre- 
viously missed. 


Frank R. Markley (Sun vice president) 
says that the Florida experiment with cus- 
tom blending provided clear and abundant 
evidence that motorists respond enthusias- 
tically to this completely new way to buy 
gasoline. 

The buying habits of more than 100,000 
motorists at Sunoco and competitive sta- 
tions were recorded. In addition, more than 
30,000 Sun customers were interviewed. A 
special opinion poll by a private organiza- 
tion added weight to Sun’s survey. 

Sun customers favored the multi-blend 
system two to one over the nearest competi- 
tive system. When asked which of several 
retailing methods they preferred, Florida 
motorists gave Sun top spot. .. . 

Support also came from car dealers who 
attended demonstrations of the Sun system. 
There was no negative reaction from this 
group. 

Another favorable point was the ease 
with which Sun’s own dealers adapted them- 
selves to handling the new blending sys- 
tem.18 


* “Sun Goes All Out for Five Grades,” The Oil & 
Gas Journal (Tulsa, Oklahoma), Vol. 54, No. 84 
(Dec. 10, 1956), pp. 84-85, from p. 84. 


PRESENT STATUS 


Sun has announced that it will extend 
the multi-grade system throughout its 
marketing territory as the custom-blend- 
ing pumps become available and, with 
their accessory equipment, can be set up. 
Sun expects to have the multi-grade sys- 
tem completely installed by the middle 
of 1958. 

Because of the time lag in installing 
the custom blending pumps and other 
equipment, Sun—as an interim measure 
—went to two grades in the rest of its 
marketing territory (other than Florida 
and Georgia) in the spring of 1957, when 
it introduced a super-premium gasoline 
—Blue Sunoco 240—as a companion 
product to premium Blue Sunoco." It is 
expected that Sun will continue to mar- 
ket grade 240 even after the introduction 
of the multi-grade system in order to 
maintain its advertising and marketing 
investment in the consumer franchise for 
this quality gasoline. 

On July 30, 1957, Sun announced that 
it was extending to six the number of 
gasoline grades offered by its custom- 
blending system. Called Blue Sunoco 
260, the new grade is being advertised by 
Sun as “the highest octane motor fuel 
sold at retail anywhere in the U. S.,”’ and 
will replace Blue Sunoco 250, top grade 
in Sun’s original series of five. 

Sun is also introducing Blue Sunoco 
240, already available in the rest of Sun’s 
marketing area, in the relatively isolated 
(for Sun) Florida and Georgia markets. 

This move was made, according to 
Sun’s southeastern regional manager, 
Max Dietshe, “to meet changing condi- 
tions in the Florida market’’—the inaugu- 

“During 1956, third-grade super-premium gaso- 
lines were introduced by Esso, Standard of Ken- 
tucky and Cities Service in Sun’s marketing terri- 
tory and improved quality premium gasolines are 


being marketed by Shell, The Texas Company, 
Standard of Ohio and others of Sun’s competitors. 
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ration of three-grade systems by some 
competitors and the offering of higher 
octane premium-grade gasolines by those 
sticking to the two-grade system.® 

It is expected that Sun will go to six 
grades when introducing its multi-grade 
blending system throughout its market- 
ing territory. 


COMMENTARY 


Sun’s adoption of the multi-grade sys- 
tem is a brilliant piece of marketing 
strategy. Through the use of a new 
slogan, ““Maximum Performance at Low- 
est Possible Cost,’’ Sun can continue its 
traditional merchandising policy and ad- 
vertising of the finest quality products 
at the lowest possible price. 

This decision follows the trend of the 
times toward an ‘upgrading’ economy. 
It is difficult to conceive how a consumer 
could be offered a wider choice to 
“upgrade” himself (gasoline-wise) than 
through Sun’s system. 

While of necessity there will be some 
adjustments in Sun’s distribution system 
due to the addition of the new “octane 
concentrate,” these adjustments will 
probably be at a minimum, and require 
a much lower additional investment than 
the introduction of a three-grade system. 

Also, no immediate investment is re- 
quired at the refinery level. Sun already 
has a technological advantage over its 
competition which is used to maximum 
advantage in the multi-grade system. 


*“Sun Adding Higher-Octane Grade of ‘Gas’ in 
South,” Platt’s Oilgram News Service, Vol. 35; No. 
146 (New York Edition), (July 30, 1957), p. 2; also 
“Sun Oil to Offer ‘Highest Octane’ in Florida, 
Georgia,” The Oil Daily, Vol. 6, No. 210 (July 31, 
1957), 6. 


Finally, the multi-grade system will 
help to insulate Sun’s sales volume and 
profits against the recurrent price- and 
quality-competition experienced when 
marketing only a single grade of gasoline. 
With the multi-grade system, Sun can 
also field a “fighting brand” for the price- 
competition wars while maintaining its 
price structure on the other grades. 

Sun will also have a larger potential 
market, being able to satisfy 100 per cent 
of the cars with its multiple gasoline 
grades. With a price spread of 5-6 cents, 
Sun should be able to correlate more 
closely refining costs to marketing prices 
than other marketers using a two- or 
three-grade system. This spread should 
also exercise a healthy effect in boosting 
Sun’s profits and repaying the investment 
in new marketing and distribution facili- 
ties, as well as covering the added costs. 

Sun's introduction of an interim two- 
grade system—accompanied by an inten- 
sive advertising and educational cam- 
paign—has enabled Sun to maintain its 
sales volume in its marketing territory. 
However, with grade 240—which is com- 
petitive price-wise with the other super- 
premiums and which was introduced as 
Sun’s second grade, the company has and 
should be able to hold or slightly im- 
prove its position until the new multi- 
grade system is installed in 1958. 

Since grade 240 carries an increase in 
price to reflect more closely the addi- 
tional cost to manufacture, it is probable 
that Sun’s profit position should also 
show a brighter picture. Over the long 
term, moreover, Sun should have a sub- 
stantial increase in sales volume and 
profits as the result of the introduction 
of the multi-grade system. 
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MOTIVATION, COGNITION, LEARNING—BASIC 
FACTORS IN CONSUMER BEHAVIOR 


JAMES A. BAYTON 


National Analysts, Inc. 
Philadelphia 


This is a comprehensive application of contemporary psychological theories to the anal- 
ysis of consumer behavior. Although modern marketing is drawing heavily upon psychol- 
ogy, there is a tendency for the emphasis to become somewhat “one-sided,” as observed in 
the stress on motivation research. The danger is that concentration upon only one aspect 
of behavior will obscure other important psychological dimensions necessary to under- 


standing the behavior of consumers. 


MOTIVATION, COGNITION, LEARNING 


HE analysis of consumer behavior 
Se presented here is derived from di- 
verse concepts of several schools of psy- 
chology—from psychoanalysis rein- 
forcement theory. 

Human behavior can be grouped into 


three categories—motivation, cognition, 
and learning. Motivation refers to the 
drives, urges, wishes, or desires which in- 
itiate the sequence of events known as 
“behavior.” Cognition is the area in 
which all of the mental phenomena (per- 
ception, memory, judging, thinking, etc.) 
are grouped. Learning refers to those 
changes in behavior which occur through 
time relative to external stimulus condi- 
tions. 

Each broad area is pertinent to par- 
ticular problems of consumer behavior. 


e@ About the Author. James A. Bayton received his 
B.S. and M.S. from Howard University and his 
Ph.D. from the University of Pennsylvania. Profes- 
sor of Psychology at Howard, he was for several 
years associated with the Department of Agricul- 
ture. He received one of the Department’s Superior 
Service Awards and an award from the District of 
Columbia Chapter of the American Marketing 
Association for an outstanding contribution by 
government personnel to problems of marketing. 
Dr. Bayton has been on leave-of-absence from 
Howard University, serving as Projects Manager 
with National Analysts, Inc. of Philadelphia. 
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All three together are pertinent to a 
comprehensive understanding of con- 
sumer behavior. 


MOTIVATION 
Human Needs 


Behavior is initiated through needs. 
Some psychologists claim that words 
such as “motives,” “needs,” “urges,” 
“wishes,” and “drives” should not be 
used as synonyms; others are content to 
use them interchangeably. There is one 
virtue in the term “drive” in that it car- 
ries the connotation of a force pushing 
the individual into action. 

Motivation arises out of tension-sys- 
tems which create a state of disequilib- 
rium for the individual. This triggers a 
sequence of psychological events directed 
toward the selection of a goal which the 
individual anticipates will bring about 
release from the tensions and the selec- 
tion of patterns of action which he an- 
ticipates will bring him to the goal. 

One problem in motivation theory 
is deriving a basic list of the human 
needs. Psychologists agree that needs fall 
into two general categories—those aris- 
ing from tension-systems physiological 
in nature (biogenic needs such as hun- 
ger, thirst, and sex), and those based 
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upon tension-systems existing in the in- 
dividual’s subjective psychological state 
and in his relations with others (psycho- 
genic needs). 

Although there is not much disagree- 
ment as to the list of specific biogenic 
needs, there is considerable difference 
of opinion as to the list of specific psy- 
chogenic needs. However, the various 
lists of psychogenic needs can be grouped 
into three broad categories: 


1) Affectional needs—the needs to form 
and maintain warm, harmonious, and emo- 
tionally satisfying relations with others. 

2) Ego-bolstering needs—the needs to en- 
hance or promote the personality; to 
achieve; to gain prestige and recognition; 
to satisfy the ego through domination of 
others. 

3) Ego-defensive needs—the needs to pro- 
tect the personality; to avoid physical and 
psychological harm; to avoid ridicule and 
“loss of face”; to prevent loss of prestige; to 
avoid or to obtain relief from anxiety. 


One pitfall in the analysis of motiva- 
tion is the assumption that a particular 
situation involves just one specific need. 
In most instances the individual is 
driven by a combination of needs. It 
seems likely that “love’’ brings into play 
a combination of affectional, ego-bolster- 
ing, and ego-defensive needs as well as 
biogenic needs. Within the combination 
some needs will be relatively strong, oth- 
ers relatively weak. The strongest need 
within the combination can be called 
the “‘prepotent” need. A given consumer 
product can be defined in terms of the 
specific need-combination involvéd and 
the relative strengths of these needs. 

Another pitfall is the assumption that 
identical behaviors have identical moti- 
vational backgrounds. This pitfall is 
present whether we are thinking of two 
different individuals or the same indi- 
vidual at two different points in time. 


John and Harry can be different in the 
motivational patterns leading to the pur- 
chase of their suits. Each could have one 
motivational pattern influencing such a 
purchase at age twenty and another at 
age forty. 


Ego-Involvement 


One important dimension of motiva- 
tion is the degree of ego-involvement. 
The various specific need-patterns are 
not equal in significance to the individ- 
ual. Some are superficial in meaning; 
others represent (for the individual) tre- 
mendous challenges to the very essence 
of existence. There is some evidence that 
one of the positive correlates of degree ot 
ego-involvement is the amount of cog- 
nitive activity (judging, thinking, etc.) 
involved. This means that consumer 
goods which tap low degrees of ego-in- 
volvement will be purchased with a rela- 
tively lower degree of conscious deci- 
sion-making activity than goods which 
tap higher degrees of ego-involvement. 
Such a factor must be considered when 
decisions are made on advertising and 
marketing tactics. 

At times the ego-involvement factor is 
a source of conflict between client and 
researcher. This can occur when research 
reveals that the product taps a low de- 
gree of ego-involvement within consum- 
ers. The result is difficult for a client to 
accept; because he is ego-involved and, 
therefore, cognitively active about his 
product, consuiners must certainly be 
also. It is hard for such a client to be- 
lieve that consumers simply do not en- 
gage in a great deal of cognitive activity 
when they make purchases within his 
product class. One way to ease this par- 
ticular client-researcher conflict would be 
for the researcher to point out this im- 
plication of the ego-involvement dimen- 
sion. 
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“True” and Rationalized Motives 

A particular difficulty in the study of 
motivation is the possibility that there 
can be a difference between “true” mo- 
tives and rationalized motives. Individ- 
uals sometimes are unaware of the exact 
nature of drives initiating their behavior 
patterns. When this occurs, they attempt 
to account for their behavior through 
“rationalization” by assigning motiva- 
tions to their behavior which are accept- 
able to their personality structures, They 
may do this with no awareness that they 
are rationalizing. There can be other in- 
stances, however, in which individuals 
are keenly aware of their motivations, 
but feel it would be harmful or socially 
unacceptable to reveal them. When this 
is the case, they deliberately conceal 
their motivations. 

These possibilities create a problem 
for the researcher. Must he assume that 
every behavior pattern is based upon 
unconscious motivation? If not, what cri- 
teria are to be used in deciding whether 
to be alert to unconscious motivation for 
this behavior pattern and not that one? 
What is the relative importance of un- 
conscious motives, if present, and ration- 
alized motives? Should rationalized mo- 
tives be ignored? After all, rationalized 
motives have a certain validity for the 
individual—they are the “real” motives 
insofar as he is aware of the situation. 

The situation is even more compli- 
cated than this—what about the dissem- 
bler? When the individual actually is 
dissembling, the researcher must attempt 
to determine the true motives. But, how 
shall we determine whether we are faced 
with a situation where the respondent is 
rationalizing or dissembling? In a given 
case, did a projective technique reveal 
an unconscious motive or the true 
motive of a dissembler? Conceptually, 
rationalized motives and dissembled mo- 
tives are not equal in psychological im- 


plication; but it is rare, if ever, that one 
finds attempts to segregate the two in 
consumer research directed toward the 
analysis of motivation. This failure is 
understandable, to some extent, because 
of the lack of valid criteria upon which 
to base the distinction. 


COGNITION 
Need-Arousal 

Motivation, thus, refers to a state 
of need-arousal—a condition exerting 
“push” on the individual to engage in 
those activities which he anticipates will 
have the highest probability of bringing 
him gratification of a particular need- 
pattern. Whether gratification actually 
will be attained or not is a matter of fu- 
ture events. Central to the psychological 
activities which now must be considered 
in the sequence are the complex of 
“mental” operations and forces known 
as the cognitive processes. We can view 
these cognitive processes as being pur- 
posive in that they serve the individual 
in his attempts to achieve satisfaction of 
his needs. These cognitive processes are 
regulatory in that they determine in 
large measure the direction and particu- 
lar steps taken in his attempt to attain 
satisfaction of the initiating needs. 


The Ego-Superego Concept 

The ego-superego concept is pertinent 
to a discussion of cognitive activities 
which have been triggered by needs. 
Discussions of the ego-superego concept 
usually come under the heading of moti- 
vation as an aspect of personality. It is 
our feeling that motivation and the con- 
sequences of motivation should be kept 
systematically “clean.” In the broadest 
sense, ego and superego are mental enti- 
ties in that they involve memory, per- 
ceiving, judging, and thinking. 

The Ego. The ego is the “executive,” 
determining how the individual shal] 
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seek satisfaction of his needs. Through 
perception, memory, judging, and think- 
ing the ego attempts to integrate the 
needs, on the one hand, and the con- 
ditions of the external world, on the 
other, in such manner that needs can 
be satisfied without danger or harm to 
the individual. Often this means that 
gratification must be postponed until a 
situation has developed, or has been en- 
countered, which does not contain harm 
or danger. The turnpike driver who does 
not exceed the speed limit because he 
sees signs saying there are radar checks 
is under the influence of the ego. So is 
the driver who sees no cars on a straight 
stretch and takes the opportunity to 
drive at excessive speed. 

The Superego. The superego involves 
the ego-ideal and conscience. The ego- 
ideal represents the positive standards of 
ethical and moral conduct the individ- 
ual has developed for himself. Conscience 
is, in a sense, the “judge,” evaluating 
the ethics and morality of behavior 
and, through guilt-feelings, administer- 
ing punishment when these are violated. 
If a driver obeys the speed limit because 
he would feel guilty in doing otherwise, 
he is under the influence of the super- 
ego. (The first driver above is under the 
influence of the ego because he is avoid- 
ing a fine, not guilt feelings.) 


Specific Examples 


Credit is a form of economic behavior 
based to some extent upon ego-superego 
considerations. It is generally felt that 
one cause of consumer-credit expansion 
has been a shift away from the superego’s 
role in attitudes toward credit. The past 
ego-ideal was to build savings; debt was 
immoral—something to feel guilty about, 
to avoid, to hide. These two superego in- 
fluences restrained the use of credit. For 
some cultural reason, credit and debt 
have shifted away from superego domi- 


nance and are now more under the con- 
trol of the ego—the primary concern now 
seems to be how much of it can be used 
without risking financial danger. 

The purchasing of specific consumer 
goods can be considered from the point 
of view of these two influences. Certain 
goods (necessities, perhaps) carry little 
superego influence, and the individual is 
psychologically free to try to maximize 
the probability of obtaining satisfaction 
of his needs while minimizing the prob- 
ability of encountering harm in so do- 
ing. Other goods, however, tap the su- 
perego. When a product represents an 
aspect of the ego-ideal there is a strong 
positive force to possess it. Conversely, 
when a product involves violation of the 
conscience, a strong negative force is 
generated against its purchase. 

Let us assume that, when the need- 
push asserts itself, a variety of goal-ob- 
jects come into awareness as potential 
sources of gratification. In consumer be- 
havior these goal-objects may be differ- 
ent brand names. The fact that a partic- 
ular set of goal-objects come into aware- 
ness indicates the generic character of 
this stage in the cognitive process—a class 
of goal-objects is seen as containing the 
possible satisfier. What the class of goal- 
objects and the specific goal-objects 
within the class “promise” in terms of 
gratification are known as “expecta- 
tions.” 

There are, then, two orders of expec- 
tation: generic expectancies, and object- 
expectancies. Suppose the needs were 
such that the individual “thought” of 
brands of frozen orange juice. Some 
of the generic expectations for frozen 
orange juice are a certain taste, quality, 
source of vitamin C, protection against 
colds, and ease of preparation. The par- 
ticular brands carry expectations specifi- 
cally associated with one brand as 
against another. The expectation might 
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be that brand A has a more refreshing 
taste than brand B. 

In many instances, cognitive com- 
petition occurs between two or more 
generic categories before it does be- 
tween goal-objects within a generic cate- 
gory. Much consumer-behavior research 
is directed toward the investigation of 
generic categories—tires, automobiles, ap- 
pliances, etc. But perhaps not enough 
attention has been given to the psycho- 
logical analysis of cognitive competition 
between generic categories. An example 
of a problem bejng studied is the compe- 
tition between television viewing, movie 
going, and magazine reading. For a par- 
ticular producer, cognitive competition 
within the pertinent generic category is 
usually of more concern than cognitive 
competition between his generic cate- 
gory and others. The producer usually 
wants only an intensive analysis of con- 
sumer psychology with respect to the 
particular generic category of which his 
product 1s a member. 

Let us now assume that under need- 
push four alternative goal-objects (brands 
A, B, C, and D) came into awareness. 
Why these particular brands and not 
others? Why are brands E and F absent? 
An obvious reason for brand E’s absence 
might be that the individual had never 
been exposed to the fact that brand E ex- 
ists. He had been exposed to brand F, 
however. Why is it absent? The problem 
here is one of memory—a key cognitive 
process. The producers of brands E and 
F obviously are faced with different 
problems. 

Two sets of circumstances contain the 
independent variables that determine 
whether a given item will be remem- 
bered. One is the nature of the experi- 
ence resulting from actual consumption 
or utilization of the goal-object. This 
will be discussed later when we come to 
the reinforcement theory of learning. 


The other is the circumstances present 
on what might be called vicarious expo- 
sures to the goal-object—vicarious in 
that at the time of exposure actual con- 
sumption or utilization of the goal-ob- 
ject does not occur. The most obvious 
example would be an advertisement of 
the goal-object. Of course, the essential 
purpose of an advertisement is to expose 
the individual to the goal-object in such 
a manner that at some subsequent time 
it will be remembered readily. The 
search for the most effective methods of 
doing this by manipulation of the physi- 
cal aspects of the advertisement and the 
appeals used in it is a continuing effort 
in consumer-behavior research. Finally, 
for many consumers these two sets of 
circumstances will be jointly operative. 
Experiences with the goal-object and 
subsequent vicarious exposures can co- 
alesce to heighten the memory potential 
for an item. 


Making a Choice 

With, say, four brands in awareness, 
the individual must now make a choice. 
What psychological factors underlie this 
choice? The four brands could be in 
awareness due to the memory factor be- 
cause they are immediately present in 
the environment; or some because they 
are in the environment, and the others 
because of memory. 

The first problem is the extent to 
which the items are differentiated. The 
various goal-objects have attributes which 
permit the individual to differentiate be- 
tween them. The brand name is one at- 
tribute; package another; design still an- 
other. These differentiating attributes 
(from the point of view of the consum- 
er’s perceptions) can be called signs or 
cues. All such signs are not equally im- 
portant in consumer decisions. Certain 
of them are.depended upon much more 
than others. For example, in a study of 
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how housewives select fresh oranges, the 
critical or key signs were thickness of 
skin, color of skin, firmness of the orange, 
and presence or absence of “spots” on the 
skin. 

The signs have expectancies associ- 
ated with them. Package (a sign) can 
carry the expectancy of quality. Thin- 
skin oranges carry the expectancy of 
juice; spots carry the expectancy of poor 
taste quality and insufficient amount 
of juice. Often sign-expectancies deter- 
mined through consumer research are 
irrelevant or invalid. Signs are irrelevant 
when they do not represent a critical 
differentiating attribute of a goal-object. 
Certain discolorations on oranges have 
nothing to do with their intrinsic qual- 
ity. Expectancies are invalid when they 
refer to qualities that do not in fact exist 
in association with a particular sign. 

The different goal-objects in aware- 
ness can be assessed in terms of the ex- 
tent to which they arouse similar expect- 
ancies. This phenomenon of similarity 
of expectations within a set of different 
goal-objects is known as generalization. 
One goal-object (brand A, perhaps), be- 
cause of its associated expectancies, can 
be assumed to have maximum appeal 
within the set of alternative goal-objects. 
The alternates then can be ordered in 
terms of how their associated expectan- 
cies approximate those of brand A. Is 
this ordering and the psychological dis- 
tances between the items of the nature 
of: 


Brand A Brand A 
Brand B 
or 
Brand B 
Brand C Brand C 


These differences in ordering and psy- 
chological distance are referred to as 
generalization gradients. In the first case, 
the expectancies associated with brand 
B are quite similar to those for brand A, 


but are not quite as powerful in appeal. 
Brand C has relatively little of this. In 
the second case, the generalization gra- 
dient is of a different form, showing that 
brand B offers relatively little psycho- 
logical competition to brand A. (There 
will also be generalization gradients 
with respect to cognitive competition 
between generic categories.) In addition 
to the individual producer being con- 
cerned about the memory potential of 
his particular brand, he needs to deter- 
mine the nature of the generalization 
gradient for his product and the prod- 
ucts of his competitors. Mere ordering 
is not enough—the “psychological dis- 
tances” between positions must be de- 
termined, also, and the factor determin- 
ing these distances is similarity of ex- 
pectancy. 

The discussion above was concerned 
with cognitive processes as they relate 
to mental representation of goal-objects 
under the instigation of need-arousal. 
The items brought into awareness, the 
differentiating sign-€xpectancies, and the 
generalization gradient are the central 
factors in the particular cognitive field 
aroused under a given “need-push.” One 
important dimension has not yet been 
mentioned—instrumental acts. These are 
acts necessary in obtaining the goal-ob- 
ject and the acts involved in consuming 
or utilizing it. Examples are: “going 
downtown” to get to a department store, 
squeezing the orange to get its juice, ease 
of entry into service stations, and the op- 
erations involved in do-it-yourself house 
painting. 

Instrumental acts can have positive or 
negative value for the individual. One 
who makes fewer shopping trips to down- 
town stores because of traffic and parking 
conditions displays an instrumental act 
with negative value. Frozen foods are 
products for which much of the appeal 
lies in the area of instrumental acts. The 
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development of automatic transmissions 
and of power-steering in automobiles 
are examples of product changes con- 
cerned with instrumental acts. The point 
is that concentration upon cognitive re- 
actions to the goal-object, per se, could 
be masking critical aspects of the situa- 
tion based upon cognitive reactions to 
the instrumental acts involved in obtain- 
ing or utilizing the goal-object. 


LEARNING 

Goal-O bject 

Starting with need-arousal, continuing 
under the influence of cognitive proc- 
esses, and engaging in the necessary ac- 
tion, the individual arrives at consump- 
tion or utilization of a goal-object. Using 
our consumer-behavior illustration, let 
us say that the consumer bought brand A 
and is now in the process of consuming or 
utilizing it. We have now arrived at one 
of the most critical aspects of the entire 
psychological sequence. It is with use of 
the goal-object that degree of gratifica- 
tion of the initial needs will occur. 


Reinforcement 

When consumption or utilization of 
the goal-object leads to gratification of 
the initiating needs there is “reinforce- 
ment.” If at some later date the same 
needs are aroused, the individual will 
tend to repeat the process of selecting 
and getting to the same goal-object. If 
brand A yields a high degree of gratifica- 
tion, then at some subsequent time, 
when the same needs arise, the consumer 
will have an increased tendency to select 
brand A once again. Each succeeding 
time that brand A brings gratification, 
further reinforcement occurs, thus fur- 
ther increasing the likelihood that in the 
future, with the given needs, brand A 
will be selected. 

This type of behavioral change—in- 
creasing likelihood that an act will be 
repeated—is learning; and reinforcement 


is necessary for learning to take place. 
Continued reinforcement will influence 
the cognitive processes. Memory of the 
goal-object will be increasingly en- 
hanced; particular sign-expectancies will 
be more and more firmly established; 
and the generalization gradient will be 
changed in that the psychological dis- 
tance on this gradient between brand 
A and the competing brands will be in- 
creased. 


Habit 


One of the most important conse- 
quences of continued reinforcement is 
the influence this has on the extent to 
which cognitive processes enter the pic- 
ture at the times of subsequent need- 
arousal. With continued reinforcement, 
the amount of cognitive activity de- 
creases; the individual engages less and 
less in decision-making mental activities. 
This can continue until, upon need- 
arousal, the goal-obtaining activities are 
practically automatic. At this stage there 
is a habit. 

Note this use of the term “habit.” One 
frequently hears that a person does cer- 
tain things by “force of habit,” that habit 
is an initiator of behavioral sequences. 
Actually habits are not initiating forces 
in themselves; habits are repeated re- 
sponse patterns accompanied by a min- 
imum of cognitive activity. There must 
be some condition of need-arousal before 
the habit-type response occurs. This has 
serious implications in the field of con- 
sumer behavior. The promotional and 
marketing problems faced by a com- 
petitor of brand A will be of one type 
if purchase behavior for brand A is ha- 
bitual, of another if this is not true. If 
the purchase is largely a habit, there is 
little cognitive activity available for the 
competitor to “work on.” 

Frequency of repeating a response is 
not a valid criterion for determining 
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whether or not a habit exists. An act re- 
peated once a week can be just as much 
a habit as one repeated several times a 
day. The frequency of a response is but 
an index of the frequency with which 
the particular need-patterns are aroused. 
Frequency of response also is often used 
as a measure of the strength of a habit. 
The test of the strength of a habit is the 
extent to which an individual will per- 
sist in an act after it has ceased providing 
need gratification. The greater this per- 
sistence, the stronger was the habit in 
the first place. 


PROBLEM—CONCEPT—RESEARCH 


The above views integrate concepts in 
contemporary psychology which seem 
necessary for a comprehensive explana- 
tion of human behavior, and apply these 
concepts to the analysis of consumer 
behavior. Each psychological process 
touched upon contains areas for further 
analysis and specification. 

Some type of comprehensive theory of 
human behavior is necessary as a work- 
ing tool to avoid a lack of discipline in 
attacking problems in consumer behav- 
ior. Too frequently a client with a prac- 
tical problem approaches a researcher 
with an indication that all that is needed 
is a certain methodology—depth inter- 
viewing, scaling, or projective devices, 
for example. 

The first step should be to take the 
practical problem and translate it into 
its pertinent conceptual entities. This 
phase of the problem raises the question 
of motivations. Here is a question in- 
volving relevance and validity of sign-ex- 
pectancies. There is a question dealing 
with a generalization gradient, etc. Once 
the pertinent conceptual entities have 
been identified, and only then, we ar- 
rive at the stage of hypothesis formula- 
tion. Within each conceptual entity, a 
relationship between independent and 


dependent variables is established as a 
hypothesis to be tested. 

Often the relation between concep- 
tual entities must be investigated. For 
example, what is the effect of continuing 
reinforcement on a specific generaliza- 
tion gradient? Within the same research 
project, one psychological entity can be 
a dependent variable at one phase of the 
research and an independent variable at 
another. At one time we might be con- 
cerned with establishing the factors as- 
sociated with differential memory of 
sign-expectancies. At another time we 
could be concerned with the influence of 
remembered sign-expectancies upon sub- 
sequent purchase-behavior. 

Discipline requires that one turn to 
methodology only when the pertinent 
conceptual entities have been identified 
and the relationships between independ- 
ent and dependent variables have been 
expressed in the form of hypotheses. 
Fundamentally this sequence in the 
analysis of a problem serves to delimit 
the methodological possibilities. In any 
event, the methodologies demanded are 
those which will produce unambigious 
tests of each particular hypothesis put 
forth. Finally, the results must be trans- 
lated into the terms of the original prac- 
tical problem. 

We have used the term “discipline” in 
this phase of our discussion. The re- 
searcher must discipline himself to fol- 
low the above steps. Some find this a dif- 
ficult thing to do and inevitably their 
data become ambigious. They must re- 
sort to improvisation in order to make 
sense of the results after the project is 
completed. A research project is truly a 
work of art when the conceptual analy- 
sis, the determination of the hypotheses, 
and the methodologies have been de- 
veloped in such an “air-tight” sequence 
that practically all that is necessary is to 
let the facts speak for themselves. 
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DETECTING PATTERNS OF MAGAZINE READING’ 


RAYMOND J. TWERY 


Management Controls Department 
Peat, Marwick, Mitchell & Co. 
Chicago 


The problem is that of estimating the quantitative and qualitative character of the 
audience reading any given group of magazines. The tool for attacking this problem is 
factor analysis. Long used by psychologists and economists, this technique is well suited 
for a comprehensive approach to many marketing problems. The pairwise audience over- 
lap for fifty-three magazines is analyzed for a nationwide sample of women. 


NOWLEDGE of the duplication in 
K magazine audiences is essential for 
the efficient placement of advertisements 
in magazines. But the media man has 
little quantitative information to guide 
him except on pairwise duplication. The 
present paper illustrates the use of a 
statistical method for finding patterns of 
multiple duplication. The method used 
is factor analysis. It is applied to data for 
53 magazines obtained in a 1955 proba- 
bility sample which was kindly fur- 
nished by Daniel Starch & Staff. 


APPLICABILITY OF FACTOR ANALYSIS 


Factor analysis is a technique fre- 
quently used in psychology and econom- 
ics to obtain patterns of relationship 


‘The basic calculations for the results discussed 
here were carried out on the ILLIAC (Illinois Au- 
tomatic Computer) while the author was a student 
at the University of Illinois. The author wishes to 
thank Dr. Seymour Banks for having first pre- 
sented the problem to him. 


@ About the Author. Raymond J. Twery received 
his B.S. at the University of Illinois, had a year of 
graduate study in marketing, and is presently com- 
pleting further graduate work in mathematical 
statistics. He became acquainted with the useful- 
ness of factor analysis as a statistical consultant 
on research projects in the Department of Psy- 
chology. 

For the past year the author has been a con- 
sultant for operations research and electronic com- 
puters at Peat, Marwick, Mitchell & Co. 
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from simple (two-way) relationships. 
This technique sheds light on the prob- 
lem of audience duplication in two 
ways. 

First, it groups together magazines 
whose audiences overlap the most, pro- 
viding an index of the amount of over- 
lap for each magazine in the group. By 
inspecting those groups in which a given 
magazine appears, we can obtain pat- 
terns of magazines read by segments of 
the given magazine’s audience. 

Second, it suggests hypotheses con- 
cerning the underlying forces that lead 
people to read a particular magazine. 
Factor analysis, however, will neither 
specify the numerical overlap nor the 
exact nature of the underlying variables, 
that is, exactly what forces these under- 
lying variables represent. 

The results of a factor analysis are a 
set of simple correlations between the 
observed variables and a set of underly- 
ing variables which the factor analysis 
indirectly defines. These correlations are 
called “factor loadings.” The column of 
pairwise correlations between a given 
underlying variable and the observed 
variable is called a “factor.” 

The results of a factor analysis will in- 
dicate the relative magnitude of multi- 
ple-audience duplication. By the defini- 
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tion of a factor loading, all magazines 
having high factor loadings in a given 
factor are highly correlated with the un- 
derlying variable associated with that 
factor. It follows that those magazines 
with high factor loadings (or correla- 
tions) in a factor tend to draw readers 
who would score highly on the asso- 
ciated underlying variable. Thus, maga- 
zines which appear prominently in the 
same factor tend to have overlapping 
audiences; and the larger the factor load- 
ings, the greater is the overlap. 

The primary assumption of factor 
analysis is that all of the observed varia- 
bles are functions of some smaller num- 
ber of underlying variables. Thus we 
observe whether or not a woman has 
read the last issue of Look. The under- 
lying variables determining whether she 
read Look might be whether she likes 
pictorial reports and whether she likes 
short nonfictional articles. Identification, 
or definition, of exactly what these un- 
derlying variables represent leads to a 
hypothesis regarding the factors influ- 
encing people to read Look. An illustra- 
tion of how this is done will be given in 
a later section. The use of factor load- 
ings to identify groups of magazines with 
overlapping audiences will also be illus- 
trated. 


METHOD OF ANALYSIS 


The data analyzed consisted of fifty- 
three observations for each of the 
women in the sample, one observation 
corresponding to each magazine in- 
cluded in the study. If an interviewee 
indicated that she had read the last is- 


” 


sue of a magazine, a “1”’ was recorded. 
Otherwise, a “‘o’’ was recorded for that 
person on that magazine. Daniel Starch 
& Staff present the audience duplication 
information obtained from these obser- 
vations in a table which states, for each 


pair of magazines, the ratio of the num- 
ber of persons reading both magazines 
to the sum of the two audiences. These 
ratios were converted to correlations as 
the first step in performing the factor 
analysis.” 

The details of the technique for ob- 
taining factors from a matrix of correla- 
tions are too lengthy to viesent here. 
Briefly, twenty factors were Ubtained by 
the Centroid method, and the fourteen 
largest factors then rotated by the Quar- 
timax method to obtain the factors pre- 
sented in Table 1.* The-purpose of ro- 
tation is to differentiate more sharply 
the factors obtained from the analysis. 


* Factor analysis is usually applied to a matrix 
ef correlation coefficients. Covariances were used 
in the present study, however, because it seemed 
appropriate to weight each relationship in terms 
of the number of persons involved. If this were 
not done (that is, if correlations had been used), 
magazines with small homogeneous audiences 
would have tended to dominate the analysis. 

The conversion of the indices given by Starch 
to convariances may best be explained in symbols. 
Let 

Xin = i™ observation for n* person, 
T,; = number of persons reading i** maga- 
zine, 
T,; = number of persons reading both it 
and magazines, 


and N =total number of magazine readers. 
Then the entries in Starch’s table are of 
the form 
Ty 


One knows T,, T;, and N, so all the T,,’s can be 
derived using Starch’s table entries. The formula 
used is 


N 
1 I I 


We, therefore, would have been more accurate 
to use the term “covariance” rather than “correla- 
tion” when discussing the present illustration. 

* The details of the procedure followed can be 
found in L. L. Thurstone, Multiple Factor Analysis 
(Chicago: University of Chicago Press, 1947); and 
Wrigley and Neuhaus, “Quartimax Method of 
Orthogonal Rotation, “British Journal of Statistical 
Psychology, VII, Part 1 (November, 1954), pp. 81-91. 
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RESULTS 
Table 1 lists each factor loading (that 
is, correlation between an observed vari- 
able and an underlying variable) which 
is not smaller than .o3. The use of .03 


as a cut-off point is arbitrary. Smaller 
factor loadings have been replaced by 
blanks to emphasize the larger loadings 
and, thereby, the nature of the under- 
lying variables. 


TABLE | 
Factor ANALYSIS OF AUDIENCE DUPLICATION 


Factor 


Magazines 
American Home 
American Legion 
American Magazine 
American Weekly 
Argosy 

Better Farming 
Better Homes & Gardens .. 
Better Living 
Cappers Farmer 
Colliers 

Coronet 
Cosmopolitan 

Ebony 

Eequire 
Everywoman’s 

Family Circle 

Farm and Ranch 
Farm Journal 

Good Housekeeping 
Household 

Ladies Home Journal 
Life 


McCall’s 

Met. Grp. Comics 

Met. Grp. Gravure 

Modern Romances 

Modern Screen 

Motion Picture 

National Geographic 
Newsweek 

New Yorker 

Parade 

Parents Magazine 

Presbyterian Life 
Progressive Farmer 

Puck 

Redbook 

Saturday Evening Post 

Successful Farming 

This Week 

Time 

Town Journal ........ 
True 

True Confessions 

True Story 

TV Guide oe 
US News & World Report... 
Woman's Day 
Woman’s Home Companion 


292 

is 
—4 
03 13 
Lhe 05 05 33 05 
04 
15 
03 03 17 
SAP ll 04 
a —04 —04 05 04 —05 13 

—4 08 03 05 05 

04 03 
08 03 
19 03 
—03 04 O4 
16 
12 04 04 04 —05 
06 04 08 04 O4 
11 10 04 09 —O4 
23 
Look 04 13 09 
a 05 08 13 —06 vs —03 
—03 09 04 
39 03 06 
07 
06 06 
05 03 
05 05 —04 
04 
07 06 
—03 04 04 —04 
06 — O4 
“a 06 —03 06 06 
a 10 —06 05 0s 11 05 04 
16 28 09 —09 
06 04 
06 
06 
10 
14 
1s 05 03 —04 05 —03 04 
14 —06 04 «06 


DETECTING PATTERNS OF MAGAZINE READING 


293 


A negative factor loading in Table 1 
has the same meaning as a negative cor- 
relation. Thus, the loading of —.o5 for 
Household in Factor 4 indicates a tend- 
ency for those people who read Good 
Housekeeping, Ladies Home Journal, 
and McCall's not to read Household. 

Magazines with high factor loadings 
in the same factor will tend to have over- 
lapping audiences. For example, since 
Family Circle, Woman’s Day, and Better 
Living all have high loadings in Factor 
1, there will tend to be a great deal of 
duplication in their audiences. 

The following general procedure will 
aid the reader in pinpointing underly- 
ing variables on the basis of the data in 
Table 1: 


1) Look at a single column of factor load- 
ings. 

2) List the magazines which have the 
highest loadings in the factor. 

3) Consider the characteristics which the 
listed magazines have in common. 

4) On the basis of these common charac- 
teristics, conjecture, or hypothesize, the na- 
ture of the underlying variable which is as- 
sociated with this column of factor loadings. 
It is important to note that each column of 
factor loadings can be interpreted in more 
than one way. 


Consider how this procedure would 
be applied to the first column in Table 
1. The magazines with the highest load- 
ings in the first factor are: 


Family Circle (.19) 
Woman’s Day (.14) 
Better Living (.11) 
Everywoman’s (.08) 


Each of these magazines is sold at a 
relatively low price and only in chain 
food stores. Each is dominated by short 
articles on homemaking. 

Now, it could be conjectured that the 
underlying variable is a pattern of 
reader characteristics—lives in an urban 


area, regularly shops in more than one 
chain food store, main interests are in 
the home. This would be deduced from 
the nature of the dominant magazines in 
Factor 1. Since each is sold by a different 
chain, the reader would have to visit at 
least two different chains to be able to 
purchase two of the dominant maga- 
zines. This implies that she lives near 
several chain stores, a situation common 
mostly in urban areas. The common edi- 
torial policy of the magazines implies 
that she has an interest in homemaking: 

The above hypothesis, or hunch, as to 
the nature of the first underlying varia- 
ble is necessarily subjective—only one 
of many hypotheses which would be con- 
sistent with the column of factor load- 
ings. No one of these hypotheses can be 
taken as conclusive without additional 
studies to supplement the findings of 
the factor analysis. In effect, the factor 
analysis serves as a springboard leading 
to more realistic studies of a problem. 

It may be helpful to note that essen- 
tially all of the underlying variables in 
this study are concerned with availabil- 
ity and (or) interest. The underlying 
variable just hypothesized for the first 
column is a combination of both. The 
second column indicates an underlying 
variable determined largely by availa- 
bility. The fifth, seventh, and eighth 
columns indicate underlying variables 
determined largely by interests. 

The procedure for determing multi- 
ple audience duplication, the other main 
use of the factor analysis, also begins by 
selecting one factor for consideration. 
Thus, the first factor identifies a type of 
reader who tends to read mostly Family 
Circle, Woman’s Day, Better Living, and 
Everywoman’s. Since Family Circle has 
the largest factor loading in the first fac- 
tor we conclude that it is the magazine 
most often read by the type of reader 


ag 
iz 4 


294 


THE JOURNAL OF MARKETING 


January 1958 


represented by the first factor. Similarly, 
Woman’s Day is the next most popular 
magazine with the type of reader which 
the first factor defines. Better Living and 
Everywoman’s have, respectively, the 
third and fourth largest factor loadings 
in the first factor; so, they are the next 
most popular magazines for the type 
of reader represented by the first factor. 

We can go a step further and say that 
the audiences of these four magazines 
have a relatively large overlap of readers 
of the type defined by factor one. The 
factor analysis does not tell us how many 
readers any three of these magazines 
have in common. But we can infer from 
the factors given in Table 1 which au- 
diences are likely to overlap the most 
with readers of the type defined by each 
factor. Thus, we infer from the first fac- 
tor that the three magazines (Family 
Circle, Woman’s Day, Better Living) 
which are most highly correlated with 
the first underlying variable (type of 
reader) have more readers of the first 
type in common than any other three 
magazines.* 

Alternatively, we can consider one 
row of Table 1 at a time. This proce- 
dure will help us to identify magazines 
whose audiences tend to duplicate the 
audience of the magazine whose row is 
considered. Thus, Look magazine’s audi- 
ence tends to overlap with those of mag- 
azines appearing prominently in Factors 
6 and 8. 


CONCLUSION 


The factors seem most readily inter- 
pretable as definitions of types of read- 
ers. The magazine which has the highest 


*A statistical analogy for this argument is that 
two variables each of which is correlated with a 
third variable will be correlated with each other. 
In considering the applicability of this argument 
it should be remembered that the entries in Table 
1 are actually covariances (see footnote 2) and 
would be numerically much larger if converted to 
correlations. 


loading in a given factor is the magazine 
which is most frequently read by readers 
of the type defined by the factor. A large 
number of high loadings on a factor may 
be due either to the homogeneous read- 
ing habits of the type of reader defined 
by the factor, or to the large amount of 
magazine reading done by this type of 
reader. The latter may reflect either vo- 
luminous reading by the readers of this 
type or merely the immensity of the 
type. Since each factor can be inter- 
preted as defining types of readers, this 
approach could be especially useful in 
suggesting a meaningful decomposition 
of the heterogeneous audiences of the 
magazines which are less specialized edi- 
torially. 

The results presented are consistent 
with a categorization of readers into 
separate types with degrees of “heavi- 
ness” of magazine reading within each 
type. We would have expected high fac- 
tor loadings to tend to be concentrated 
in one factor if we had believed that the 
major distinction was between “heavy” 
and “light” readers. That is, a belief 
that the best classification of readers is 
as either voluminous readers, or else as 
readers with a special interest reading 
few magazines, would lead us to expect 
one factor with many high factor load- 
ings and each of the other factors with 
only a few high loadings. The preceding 
paragraph has suggested the reasoning 
behind this expectation. And the factors 
presented in Table 1 do not fit this pat- 
tern. 

The basic computations are straight- 
forward, and the increasing availability 
of electronic computers has virtually 
eliminated objections to the time in- 
volved. It thus seems appropriate to sug- 
gest the use of factor analysis in attack- 
ing other problems in marketing 
research involving a large number of 
variables. 
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VARIATIONS IN RETAIL SALES 
BETWEEN CITIES 


ROBERT FERBER 


Bureau of Economic and Business Research, and Department of Economics! 


University of Illinois 


Variations in the level of retail sales between cities are governed by a different set of 


forces than are variations in sales to individual consumers. This study seeks to determine 
the factors influencing city variations in retail sales in Illinois. Influencing factors are 
found to vary markedly with the category of sales studied. Also, contrary to preliminary 


BACKGROUND 

The factors which influence variations 
in retail sales to individual consumers 
are not likely to be the same as those 
which influence variations in retail sales 
between cities. Where the same general 
factors are involved, their influence is 
not likely to be the same. 

Although this is fairly evident from 
even a cursory examination of the vari- 
ous government cost-of-living studies,” it 
is brought out dramatically in a recent 
study by Mrs. V. K. Russell.* This report 


* Appreciation is expressed to the Bureau of Eco- 
nomic and Business Research of the University of 
Illinois for providing the facilities for carrying out 
this study; and to Patricia P. Webber and Rikuymo 
Ito for their assistance in the statistical analysis. 

*See, for example, the tabulations of the 1950 
Consumer Expenditures Study, “Study of Consumer 
Expenditures, Income and Savings,” University of 
Pennsylvania, 1956-57. 

*V. K. Russell, “The Relationship Between In- 


@ About the Author. Robert Ferber is Research 
Professor of Economics in the Bureau of Economic 
and Business Research, and Professor of Economics 
in the Department of Economics, University of 
Illinois. He is also Director of the Ford Founda- 
tion-financed Consumer Savings Project of the In- 
ter-University Committee for Research on Consumer 
Behavior. Formerly associated with I. deVegh & 
Company, a consulting firm on Wall Street, he has 
a Ph.D. in Economics and Statistics from the Uni- 
versity of Chicago and has done additional post- 
graduate work at Columbia University. 


indications, income turns out to be an important variable. 


showed a virtual absence of correlation 
between retail sales and the traditional 
determinant of sales, namely, income, 
when comparisons were made between 
median measures of these variables for 
cities. 

This result may not be so striking to 
market analysts, some of whom have at- 
tempted to explain the division of retail 
sales between towns solely in terms of 
population and distance.* It is also not 
too surprising in the light of the different 
perspective that must be taken in eval- 
uating differences in, say, per capita sales 
between cities as against differences in 
sales to (purchases of) individual house- 
holds. Also, consider the fact that the 
variability in sales to individuals is so 
much greater than the variability in city- 
wide sales. 


THE QUESTION 


Nevertheless, this result serves to raise 
the question of what does influence vari- 
ations in retail sales between cities. The 


come and Retail Sales in Local Areas,” THE jJouR- 
NAL OF MARKETING, XXII (January, 1957), pp. 329- 
332- 

*Reilly, W. J., The Law of Retail Gravitation 
(New York: William J. Reilly, 1931); Converse, 
P. D., “New Laws of Retail Gravitation,” THE 
JOURNAL OF MARKETING, XIV (October, 1949), pp. 
370-384. 
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present study attempts to answer this 
question. 

The objective is to identify factors in- 
fluencing variations in retail sales be- 
tween Illinois cities in 1954,5 and to 
measure the relative importance of each 
in affecting (a) total sales and (b) major 
types of retail sales. The scope of the 
study is more comprehensive than that 
of Mrs. Russell in dealing with individ- 
ual categories of retail sales, and is at 
the same time less so in being applicable 
to Illinois rather than to the United 
States as a whole. On the other hand, the 
multivariate correlation method of ap- 
proach followed in this study is far more 
general than that used in others. This 
permits identification of several perti- 
nent variables at a time, and also leads 
to a more precise estimate of the influ- 
ence of any one variable by extracting its 
net influence from the interacting effects 
of other variables. 


ANALYSIS ON TWO LEVELS 


The analysis was carried out on two 
levels—(1) factors influencing the varia- 
tion in total sales between cities, and (2) 
factors influencing the variation in per 
capita sales between cities. 

In each case, the procedure was to ad- 
vance hypotheses regarding the factors 
that were thought to influence the varia- 
ble in question; translate these factors 
into corresponding variables; and then 
test by correlation analysis the effect if 
any of each of these variables on the de- 
pendent variable being considered. Con- 
trary to other studies in this area, no a 
priori assumptions are made about the 
values of any of the parameters of these 
regression equations. 


5 This is the date of the most recent available 
Census of Business. 


Also, the objective of these analyses is 
not to derive demand functions for retail 
sales or supply functions for retail goods, 
in the sense that such functions are de- 
fined in economic theory. Rather, the ob- 
jective is to determine what factors are 
most instrumental in accounting for 
(city-by-city) variation in retail sales, re- 
gardless of whether the variables are on 
the supply side or on the demand side. 
Indeed one aim of the present study may 
be said to be to ascertain whether de- 
mand factors or supply factors are most 
important in explaining city fluctuations 
in retail sales. Considering the different 
perspective necessitated by studying city 
variations rather than individual varia- 
tions in retail sales, this question becomes 
highly meaningful. 

The cities studied include all those in 
Illinois with populations exceeding 25,- 
000, plus a random systematic sample of 
one-half of the cities having between 
10,000 and 25,000 population in 1950. 
Altogether, fifty-one cities were included, 
which is a fairly large sample for multi- 
variate analysis of this type. Some rough 
calculations indicated that inclusion of 
all Illinois cities of this size would have 
had no noticeable effect on the results. 
Communities with less than 10,000 popu- 
lation had to be excluded because the 
necessary sales and income data were not 
available. 


(1) TOTAL SALES 


Considering the wide range of the size 
of cities included in the sample-—-from 
towns of 10,000, to Chicago with its pop- 
ulation of almost 4,000,000—fairly close 
correlation would be expected between 
total retail sales and total income by city. 
The extent of this correlation is shown 
in Table 1 for various categories of re- 
tail sales and for total sales. Because ol 
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Taser | 


COEFFICIENT OF DETERMINATION BETWEEN [TOTAL 
SALES AND TOTAL INCOME oF ILLINOIS CrTiFs 


Coefficient of 
determination 


Including | Excluding 


Type of store Chicago Chicago 
92 85 
Eating and drinking... . 73 56 
General merchandise....... .66 54 
Furniture... .. 68 50 
Lumber, building, hardware. . 73 .56 


Source of date: Sales—U. S, Census of Business, 1954. Retail 
Trade—lllinois. Income—Sales Management, 
May 10, 1955, p. 327 ff 


the dominance of Chicago—the second 
largest city, Peoria, has less than one- 
twentieth the population of Chicago— 
correlations are presented with and with- 
out this city, although all correlations 
were carried out in terms of logarithms. 

All the correlations shown in Table 1 
are fairly high, accounting for 50 per 
cent or more of the variation in total 
retail sales in every case. Yet they are 
generally not as high as the determina- 
tion coefficients of .g5 and above invaria- 
bly obtained from correlating individ- 
uals’ expenditures with individuals’ in- 
comes. This may be due to the different 
perspective involved—that income may 
not be as closely associated with sales on 
a citywide basis as on an individual basis. 
Or it may be due to various erratic fac- 
tors brought about by the different 
sources for each series and possible errors 
of estimation in the individual series, 
particularly in the income estimates. Or 
it may be due to failure to take into ac- 
count other pertinent factors affecting re- 
tail sales. The income estimates used 
here relate to personal disposable in- 
come, that is, after allowance for income 


taxes; but such estimates on a local area 
basis are at best in the nature of rough 
approximations. The fact that such es- 
timates pertain to the corporate areas of 
each community, which in many in- 
stances are outmoded for analytical work, 
is yet another source of error in these 
correlations. 

Clearly, a much more valid approach 
to ascertaining the influence of income 
is to include income in a relationship 
containing what are thought to be all the 
more important relevant variables. On 
the demand side, this would include pop- 
ulation, income, advertising outlays, and 
possibly income distribution. On the sup- 
ply side, it would include distance to 
nearest city with competing shopping fa- 
cilities, and number, size, and facilities 
of stores in both the given city and in 
possible competing cities. 

Because of lack of information, data 
on-all of these variables were not obtaina- 
ble, and the analysis was restricted to the 
following variables: Total 1954 income 
in given city (Y); total population (P); 
per cent of families earning over $4,000 
in 1954 (K); per cent earning over $7,000 
(L); distance to nearest larger city (M); 
ratio of number of stores in given city to 
number of stores in nearest larger city 
(T); and distance to St. Louis or Chicago, 
whichever is the nearer metropolitan 
area (C). The latter variable was selected 
to ascertain the “pulling power” of the 
metropolitan areas. Most of the state of 
Illinois lies within 150 miles of one or 
the other of these two big cities, both of 
which have shopping facilities far supe- 
rior to those of any other cities in IIli- 
nois. 

Three multiple regressions were com- 
puted on total retail sales (S), using vari- 
ous combinations of the variables listed 
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above.® On the basis of these regressions, 
it appeared that only population and dis- 
tance between cities influences the inter- 
city variation in total retail sales. The 
other four variables, including income, 
were clearly not statistically significant 
either at the .o5 probability level, at the 
-10 level, or at various higher levels.’ 

Almost 95 per cent of the variation in 
total retail sales is explained by the two 
variables of population and distance. 
Computation of standardized regression 
coefficients revealed that population is by 
far the more important of the two, hav- 
ing an influence on sales more than eight 
times as large as distance.® 

The results obtained so far provide 
support for the general formulation of 
Reilly's “Law of Retail Gravitation,” in 
that only population and distance are 
found to influence variations in retail 
sales between cities. Reilly's basic formu- 
lation says that two cities attract trade 
from an intermediate town roughly in 


proportion to the populations of the two 
cities and in inverse proportion to the 
squares of the distances from the cities to 
the intermediate town. The results here 
conflict with Reilly's “Law” in that popu- 
lation is found to be of considerably 
greater importance than distance. The 
extent of this conflict remains to be de- 
termined, however, particularly since 
Reilly's formulation excludes conven- 
ience items, which are included here. 
The results also seem to conflict with 
the usual type of income analysis, since 
none of the income variables influence 
retail sales to any noticeable extent. This 
finding has to be interpreted, however, 
in the light of the different perspective of 
this study. All it indicates is that varia- 
tions within the range of the observed 
city income data had little noticeable ef- 
fect on sales. This does not mean that 
income is of no importance to retail sales, 
for clearly if people had no income or 


* The results are shown below, all the regressions being in terms of logarithms. 


0872Y 
(6.27) 


(4.09) 
P 831 
(59) (2.95) —(.18) 
0374Y 2 pe 
(2.73) (1.07) (3.88) (76) 


(21) 


(.32) 


(3.79) 


(1.1) $= R* — 952 


(.98) 
R*? 952 


(1.2)$—= .0380Y- 


(2.73) 


I 0321 
(.21) 
Ko 
(.29) 


(3.64) 


M:**C- 476 
(3.50) 


R*?— 953 
(1.10) 


(1.3) $= 


R** is the coefficient of determination adjusted for degrees of freedom. The figure in parentheses 
below the estimate of each regression coefficient represents the ratio of the coefficient to its standard error. 
This ratio has to be at least 1.96 for the coefficient to be statistically significant at the (usual) .o5 
probability level, and at least 2.58 for the coefficient to be statistically significant at the .o1 probability 


level. 


* Using shopping goods stores instead of total 
stores in T provides a somewhat better correlation, 
but the coefficient is still nowhere near statistical 
significance at the .o5 probability level. Eliminat- 
ing the four variables mentioned from the regres- 
sions yielded the following “final” equation: 

(1.4) S = .0436 M-™ 
(3.14) (30.5) (3.82) 
R*? — .949 

* This is also brought out in (1.4), which indicates 
that a 10 per cent change in population is accom- 
panied by a 10 per cent change in sales, while a 
10 per cent change in distance is accompanied by a 
change in sales of only 1 per cent. 


there were no stores in a particular city, 
retail sales in the city would dwindle to 
the vanishing point. These findings, like 
so many others, are valid in a relative 
sense only—rei.tive to other variables in- 
cluded in the analysis, and relative to the 
time, location, and range covered by the 
data. 

The above findings are modified some- 
what when the same analysis is carried 
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TABLE 2 
MULTIPLE REGRESSION OF TOTAL SALES ON INCOME, POPULATION, AND DIsTANCE, BY TYPE OF STORE 


Type of store 


Food 


.968** 


—.009 

Eating and drinking. —.755* 1.83** 
General merchandise... . —.019 1.35°° 
Apparel... .. 582 508 
Furniture —.303 1.36** 
Automotive. .696 2.58 

Gasoline —.355 41.27°° 
Lumber, building, hardware. . . 053 .753* 

Total sales. ..... .204 791** 


Estimate of coefficient 
(elasticity) of* 


Income | Population 


Standardized regression coefficient 


Distance R*® Income Population \Distance 


.024 95 —.010 .990 .030 
—.021 81 —.704 1.58 —,.021 
77 —.014 .923 308 
.166** .87 531 431 .162 
155* 15 —.279 1.16 
219** .226 .232 
.070* .92 —.415 1.38 .091 
077 76 063 .828 .102 
.145** 86 852 
.109** .93 .129 


* One asterisk indicates significance at the .05 probability level, two at the .01 level. 


out on different components of retail 
sales. Io this end, Table 2 presents re- 
sults obtained from fitting a regression 
function to sales of different type of re- 
tail stores in the various cities as taken 
from the 1954 Census of Business.” 

The results in Table 2 indicate that 
income does influence sales rather sub- 
stantially in a number of cases—particu- 
larly eating and drinking, automotive, 
and drug store sales—but only for eating 
and drinking and for drug sales are the 
coefficients statistically significant. The 
negative, and statistically-significant, in- 
come elasticity is somewhat of a surprise, 
and one for which no ready explanation 
is evident from the data other than the 
possibility of interaction effects. Popu- 
lation continues to be the dominant vari- 
able in the relationship with the excep- 
tion of the apparel, automotive and drug 
categories. Distance also makes a signifi- 
cant contribution to the relationship for 
most types of sales, particularly for gen- 
eral merchandise and automotive sales. 


* The regression function used was: 
(1.5)S =a P* M* 

This function is essentially (1.4) with income 
added, the purpose of the addition being to deter- 
mine the significance of income in influencing sales 
of the different types of stores. 


> This is the coefficient of determination adjusted for sample size. 


(2) PER CAPITA SALES 


Study of the factors influencing varia- 
tions in per capita sales among cities is 
more useful in an analytical sense than 
studying fluctuations in total sales be- 
cause of elimination of: the population 
factor, which otherwise tends to conceal 
the presence of other significant varia- 
bles. For some commodities, sales per 
family or per household would be more 
meaningful than sales per capita, but the 
latter concept was used throughout this 
part of the study because of the more 
questionable nature of family estimates 
for individual cities. 

The simple correlation between per 
capita sales and per capita income reveals 
a virtual absence of correlation for all 
types of retail stores studied. Coefficients 
of determination varied from .o001 to 

However, these results may not be too 
meaningful because of the omission of 
other relevant factors. Accordingly, in- 
come was incorporated as an independ- 
ent variable in a series of multivariate 
regressions containing various combina- 
tions of the following other independent 
variables: per cent of families earning 
over $7,000, distance to nearest larger 
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TABLE 3 
REGRESSION OF TOTAL Per Capita SALES ON ALTERNATIVE SETS OF INDEPENDENT VARIABLES* 


Estimate of coefficient (elasticity) of 


Function || Constant 
| term 


Income 


Ratio of stores in given 
| Distance | per capita | city to stores in larger city | 10,000 population | over $7,000 


Stores per % earning 


3.05** 

2.86** .0719** 
0555* 
.0655** 
.0871** 
.108** 
.0702** 
.0863** 


-714** 


.604** 


| 


* All regressions carried out in logarithmic terms. 


—.0251 
—.0184 


.00550 

.263°* 
.468** 
.467** 
581° 


> One asterisk indicates statistical significance at the .05 probability level; two at the .01 level. 


city, number of shopping goods stores!” 
per 10,000 population, and ratio of 
“shopping goods” stores in given city to 
number in next larger city. A number of 
regressions using different sets of these 
variables is presented in Table 3. 

The main results from Table 3 can be 
summarized as follows: 


1. Contrary to the previous findings, 
income turns out to be highly significant 
in every instance. The elasticity of sales 
with respect to income is in fact higher 
than the elasticity for any other variable: 
a 10 per cent increase in income is as- 
sociated with an increase of 6 to 7 per 
cent in per capita retail sales. 

2. The income distribution variable— 
per cent earning over $7,000—is statisti- 
cally significant only when it does not 
appear in conjunction with income per 
capita. This phenomenon is clearly due 
to the intercorrelation between these two 
variables (the simple coefficient of deter- 
mination is .68). On the basis of general 
considerations as well as on an examina- 
tion of such statistical measures as the 
(standardized) beta coefficients, income 
per capita appears to be a dominant fac- 
tor; once income is included, income dis- 

* Included are eating and drinking places, ap- 


parel stores, general merchandise stores, furniture 
stores, and auto dealers. 


tribution makes little net contribution 
to the relationship. 

3. Distance remains a highly important 
variable. Nevertheless, the magnitude of 
its effect on sales is not high, a 10 per cent 
increase in distance being associated with 
a less than 1 per cent rise in sales. 

4. The number of retail stores in rela- 
tion to a city’s population is an impor- 
tant determinant of per capita sales, 
while the number of stores in a given city 
relative to those in the closest larger city 
is not. As in the case of total sales, the 
latter variable is not statistically signifi- 
cant. Within the range of observation, 
however, the number of stores in the 
given city in relation to population be- 
comes of major importance, a 10 per cent 
rise in this variable being associated with 
an increase of about 5 per cent in per 
capita sales. 

These findings point to income, dis- 
tance, and number of stores relative to 
population as major determining factors 
in the intercity variation in per capita 
sales.1 These three variables, incorpo- 

“In the case of the stores variable, it can be ar- 
gued that sales is as likely to be a cause of the 
number of stores as vice-versa. Use of the latter in- 
terpretation in this study is predicated on the focus 
of the study on short-run (one-year) relationships 
and the likelihood that relatively little change 


takes place in the number of stores in an area 
within the course of a year. 
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rated in equation (2.4) in Table 3, ac- 
count for nearly two-thirds of the varia- 
tion in per capita sales. The relative im- 
portance of these variables in influencing 
sales is indicated by the following stand- 
ardized regression coefficients: 


Income .605 
Distance -359 
Stores per 10,000 people —.757 


An attempt was made to detect addi- 
tional significant variables through sim- 
ple correlations with the residuals of 
(2.4). However, none of the variables 
tested proved significant; included were 
recent increase in population, recent in- 
crease in per capita income, the ratio of 
population in the next larger city to that 
in the given city, and all retail stores per 
10,000 population. 

To what extent do the above findings 
remain valid for individual categories of 
retail sales? Application of the function 
form represented by (2.4) to each of the 
categories of retail sales used in this study 
reveals considerable variation in good- 
ness of fit and in the relevance of these 
variables in each case. The coefficients of 
determination range from .12 and .21 for 
lumber and for food, respectively, to .55 


for furniture, with most values between 
.35 and .45—a considerable drop from the 
proportion of variance in all per capita 
sales explained by these three variables. 
In addition, each variable failed to in- 
fluence significantly one or more cate- 
gories of retail sales, as shown below: 
Stores per 

Distance 10,000 people Income 
Food Lumber Eating and drinking 
Gasoline Gasoline 

The evidence is, therefore, fairly clear 
that the forces influencing intercity vari- 
ations in per capita sales differ by type of 
sales, and that a more or less individ- 
ualistic approach is needed in each case. 
In line with this approach, hypotheses 
were advanced to account for the inter- 
city variation in each category of retail 
sales, and several regressions tested for 
each category. Variables studied in- 
cluded, besides those already: mentioned: 
stores in the given category per 10,000 
people, age distribution of population, 
and distance to the nearest metropolitan 
area (Chicago or St. Louis). By means of 
the same general approach followed in 
examining the regression functions for 
all retail sales per capita (Table 3), a set 
of “best” regression functions was se- 


TABLE 4 


REGRESSION OF PER CAPITA SALES ON SELECTED INDEPENDENT VARIABLES, BY Tyre OF RETAIL STORE* 


Estimate of coefficient (elasticity) of” 


Function | Constant 


Type of store no. term 
2.9 1.30%* | 
Eating anddrinking.|} 2.10 |—1.46** 
General merchandise.|| 2.11 —3.90°* | .263** 
|} 2.12 |—2.09** 
2.13 |—1.02%* | .111* 
Automotive........ 2.14 -—-2.50** | .0725 
Gasoline. .... 2.15 Lion. 
2.16 
(ae 2.17 — .038** | .0934** 


Distance | Income | po 


Stores of 
Stores per | giventype % of 
10,000 per 10,000 | population 
pulation | population | aged 20-50 R** 


.583** .64 


.283 .400** || .24 
728** 1.50** || .62 
1.44* | 1.11* \| .39 
.884** | 1.13** .64 
.561* .536* .537** 64 

| 1.39°* .714** 50 
.540** 57 

.606** | .37 


407** 


* All regressions carried out in logarithmic terms. 


b One asterisk indicates statistical significance at the .05 probability level; two at the .01 level. Coefficients without asterisks are 


significant at the .10 level. 
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lected for retail sales by category. These 
functions are presented in Table 4. 

The variables appearing in this table 
are in general the same as those used 
earlier, for the only other variable to 
prove statistically significant was age dis- 
tribution for eating and drinking stores. 
At the same time, however, it is clear that 
the magnitude and nature of the effect of 
these variables differ substantially by 
type of retail sales. Curiously enough, 
distance (which was so influential for 
total sales) influences significantly per 
capita sales of only four of the nine cate- 
gories; and the elasticity in those in- 
stances is fairly low. On the other hand, 
income now appears to be a major 
determinant of five categories of sales, 
and possibly a sixth as well. For two cate- 
gories of sales—general merchandise and 
automotive—a given (relative) change in 
income produces a more-than-propor- 
tionate change in sales, indicating that 
sales of these goods are highly sensitive 
to changes in per capita incomes. 

At least as important as income in in- 
fluencing variations in per capita sales is 
the availability of goods, as reflected in 
the significance of stores-per-10,000-pop- 
ulation variables in every case. One or 
the other of these variables was found to 
account for the most influence in every 
one of the nine categories. These varia- 
bles appear to have a particularly strong 
effect on the sales of apparel, automo- 
biles, and furniture, besides being the 
only significant factor in influencing gas- 
oline and lumber sales. 

It is interesting to note the significance 
of both variants of the stores variable in 
the case of furniture and the almost iden- 
tical elasticities although the two varia- 
bles are not closely correlated with each 
other (r? = .40). Evidently, in the case of 
furniture sales there is both the drawing 
power of the overall shopping facilities 


that are available, as well as of the facili- 
ties for purchasing that particular type 
of goods. As a general rule, the number 
of stores of a given type is most influ- 
ential for sales of specialty items, whereas 
city sales of stores carrying broad lines of 
goods are most affected by the breadth of 
available shopping facilities, as reflected 
in the more general stores variable. 

A major point evident from Table 4 is 
that the extent to which the explanatory 
variables account for the fluctuations in 
sales varies substantially by type of sales. 
The proportion of variance explained 
varies from about one-fifth in the case of 
food to nearly two-thirds in the case of 
apparel and furniture. Clearly, for such 
categories of sales as lumber and general 
merchandise as well as for food, there is 
considerable room for improvement in 
the effectiveness of the relations. To what 
extent the large unexplained variances 
are due to the absence of other relevant 
variables and to what extent they are due 
to errors of observation in the original 
data is a matter for future study. 


CONCLUSION 


The present analysis reaffirms the im- 
portance of income in one sense, and sup- 
ports its unimportance in another sense. 
The multivariate approach used indi- 
cates that total income is of little impor- 
tance in accounting for variations in total 
retail sales between the communities 
studied, both for individual categories of 
sales and for all categories combined. 
The two variables included in Reilly’s 
Law and in subsequent formulations— 
population and distance—account for al- 
most ali the variations in sales between 
cities. On the other hand, the estimates 
obtained of the coefficients of these varia- 
bles in the multiple regressions do not 
seem to provide much support for the 
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values attached to the variables in these 
other formulations.'* 


%A rigorous test of the validity of these retail 
gravitation principles is a major study in itself and 
because of differences in comparability of the data 
is not possible with the present findings. The na- 
ture of these differences is, however, rather funda- 
mental to studies in this area, and can be high- 
lighted as follows: 


Let 


E,, be expenditures in city i stores by people liv- 
ing in city 7. 

D,,; be the distance between cities i and j. 

I_ be the “inertia factor,” D,,. 

P, be the population of city i. 

S, be total retail] sales of the stores in city i (= 
Ex, + Ey;) 

The Converse adaptation of retail gravitation is 

most convenient for the present purposes. If J 


represents the home town and 2 the competing 
town, we have: 


D*,,, if I is truly a constant. 


P, 


The results obtained in this study are contained 
in the formulation involving §, i.e.: 


(3.2) S, = a P,P D,,7 


where D,, represents the distance between city / 
and the closest town of equal or larger size, city i. 

Applying (3.2) to cities J and 2, and dividing one 
by the other, we have: 


Eu+En (Da \? 
(3.3) - ) ( =) 
E,, Ex P; D.; 
Conceivably D,; = D,,, in which case the distance 
term drops out altogether. We shall assume, how- 
ever, that this is not the case. 
The comparability of (3.3) with (3.1) is con- 
founded by the presence of E, and E,, in (3.3). 
If the parameters of (3.1) and (3.3) nevertheless 
are directly comparable (which is obtainable by as- 
suming, say, that the extent to which a town re- 


The results of this study also indicate 
that, contrary to initial impressions, in- 
come is a major factor influencing varia- 
tions in per capita retail sales between 
cities for most categories of sales. The re- 
lationship only becomes apparent after 
the interacting influence of other varia- 
bles has been removed. At the same time, 
the influence of income, as of other fac- 
tors, varies substantially by type of sales. 
The same set of variables does not supply 
the best explanation of variations in sales 
or expenditures for different categories."* 

Finally, this study indicates that supply 
factors are at least as important as de- 
mand factors in influencing sales varia- 
tions between cities in the range of obser- 
vations covered in a prosperity year such 
as 1954. 

All of these results, of course, apply 
primarily to the locale and period of this 
study. Applicability to other conditions 
needs to be invest:gated. 


tains its residents’ trade is in direct proportion to 
the ratio of its total sales ty that of its competitor 
town), the distance exponent of 2 is clearly not sup- 
ported by the data in Table 2, and the validity of 
the population exponent of | varies with the cate- 
gory of sales being studied. In addition, the high 
significance of the constant term in all cases where 
(3.2) was tested indicates that additional factors are 
missing from the present formulations of retail 
gravitation. 

™R. Ferber, Expenditures for Services in the 
United States: Their Growth and Some Factors 
Influencing Them. Conference on Consumption and 
Economic Development, Universities-National Bu- 
reau Committee for Economic Research, Princeton, 
N. J., October, 1955. 
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The Forum 


ROBERT FERBER, Editor 


TRADING STAMPS AND RETAIL FAILURES 


CHARLES FRANKLIN PHILLIPS 
President, Bates College 


Has the development of trading stamps increased retail failures? This article gives the 
results of a special tabulation of Dun and Bradstreet’s retail failure figures, in an effort 


to provide a partial answer to this question. 


N the current anti-trading stamp move- 
I ment (which in so many ways brings 
back memories of the anti-chain store effort 
of the 1930's), one of the charges frequently 
levied against stamps is that they increase 
retail failures. 

To subject this charge to a statistical test, 
the author asked Dun & Bradstreet, Inc., to 
make some special tabulations of its retail 
failure figures for twenty-five large cities. 
Specifically, the number of retail failures 
for (1) food stores, (2) drug stores, and (3) 
dry goods and general merchandise stores 
were tabulated separately for each year 
from 1947 through 1956 for each of these 
cities, 


@ About the Author. The author of this article, 
President of Bates College since 1944, received his 
Ph.D. in Economics at Harvard University. He has 
taught Economics at Hobart College, and at Col- 
gate University. During World War II Dr. Phillips 
served with the National Defense Advisory Com- 
mission and the Office of Price Administration, 
eventually as Deputy Administrator for Rationing. 

Active in a great many community and civic af- 
fairs, Dr. Phillips is also Chairman of the Publica- 
tions Policy Board of the American Marketing As- 
sociation. Author of numerous articles in profes- 
sional journals, he has also written and edited many 
books. Among his best known textbooks are Mar- 
keting: Principles and Methods, and Retailing: 
Principles and Methods (both co-authored with 
Delbert J. Duncan). 
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The regular Dun & Bradstreet definition 
of “failure” was used in this study. While 
excluding discontinuances with outside 
obligations paid in full, this definition in- 
cludes “those businesses that ceased opera- 
tions following assignment or bankruptcy; 
ceased with loss to creditors after such 
actions as execution, foreclosure, or attach- 
ment; voluntarily withdrew leaving unpaid 
obligations; were involved in court actions 
such as receivorship, reorganization, or ar- 
rangement; or voluntarily compromised 
with creditors.” 

Table 1 makes it clear that the number 
of retail failures for each of the three retail 
fields increased substantially during the 
1954-56 period, as compared with the three 
years from 1947-49. Using the total 1947-49 
failures as 100, in 1954-56 food failures rose 
to 243, drug failures to 238, and dry goods 
and general merchandise failures to 226. 

Turning just to those cities which were 
without any significant amount of trading 
stamp activity in either period, the index of 
failures for food stores was substantially 
below the index for similar stores in the 
twenty-five cities. In contrast, for both drug 
stores and dry goods and general merchan- 
dise stores, the failure indexes for these 
cities were in excess of those for the larger 
group of cities. 
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TABLE | 


RETAIL FAILURES IN SELECTED Frecps 1947-48-49 Comparep witu 1954-55-56 


Index of | Failures 


N umber of Failures 


Dry goods 
and Gen'l 
Mdse. 


Dry goods 
and Gen’! 


Food Mdse. 


Food 
1947- 
199 


Drugs Drugs 


| 1947- 1954- 
1956 


1947- 1954-| 1947- 
1949 | 1956 | 1949 


1954- 
1956 


1954-| 1947- 
1956 | 1949 


1954- 
1956 


1947- 


Cities 1949 


25 Cities* 564 1 370 69) 164) 79 179 100 243} 100; 238) 100 
Cities with nostampactivity” 79 91 24 86; 32 85 100) 113} 100) 358) 100 
Cities with little or no stamp 


activity in 1947-48-49 but 
heavy activity in 1954-55- 
56° | 88 92; 25 36 30; 43 100 105); 100) 144), 100) 143 


* The twenty-five cities included were: New York City, Chicago, Philadelphia, Detroit, Los Angeles, Cleveland, Baltimore, St. 
Louis, Boston, Pittsburgh, Washington, D. C., San Francisco, Milwaukee, Buftalo, New Orleans, Minneapolis, Cincinnati, Newark, 
Kansas City, Mo., Indianapolis, Houston, Seattle Rochester, Louisville, Denver. 


> No stamp activity was evident during the 1947-56 pe riod in Chicago and Washington in the food field and for Chicago, Wash- 
ington, and New York in drugs and dry goods and general merchandise. 


¢ The cities included in this classification are: Detroit, Boston, Minneapolis, Rochester, and Denver for foods and the foregoing 
five cities plus Los Angeles, Pittsburgh, San Francisco, and Houston for drugs and for dry goods and genera! merchandise. 
Source: Special Tabulation by Dun & Bradstreet, Inc. 


Finally, for all three fields of retailing, 
the increases in failure indexes were sub- 
stantially less for those cities where the us- 


large gain in trading stamp activity the 
failure index advanced just to 144. 
In brief, there is nothing in these figures 


age of stamps had gained the most as com- 
pared with both the twenty-five cities and 


with the cities without stamp activity. To 
illustrate, whereas the 1954-56 failure index 
for drug stores in the twenty-five cities had 
advanced to 238 and to 358 in the non- 
stamp cities, in the nine cities showing a 


to suggest any validity to the statement that 
the widespread usage of trading stamps in- 
creases retail failures. As marketing students 
have long recognized, retail failures are a 
result of many factors; and to point to trad- 
ing stamps as a major element is to distort 
the truth. 
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TRADING STAMPS AS AN INCENTIVE IN 


MAIL SURVEYS 


ROBERT D. BRENNAN 


Stop and Shop, Inc. 


Boston 


The results of three experiments indicate that small incentives do not increase the per 
cent of mail returns significantly and that the additional cost does not warrant them. 


However, such a procedure may merit consideration if maximal information on residence 


and income are desired. 


Experiment 1 

ROM a census tract with characteristics 
F approximating the “average” of the 
market area, 456 households were selected 
by randomization. To 235 of these house- 
holds, 50 trading stamps were mailed with a 
two-page questionnaire. The same question- 
naire was also mailed without trading 
stamps to the remaining 221 households. All 
questionnaires were coded inconspicuously 
for evaluation purposes. 


© About the Author. For two years the author was 
Sales Research Director for the Whiting Milk Com- 
pany. Recently he has joined Stop and Shop Inc., 
and is undergoing training in their grocery opera- 
tions. Mr. Brennan received his B.S. from Boston 


University in 1955, and is now doing graduate work 
at the same institution. 


TABLE 1 
CosT AND RESPONSE DATA ON THREE EXPERIMENTS 


Experiment 2 

From the responses of the first experi- 
ment, another two-page questionnaire was 
constructed for further pilot testing. The 
revised questionnaire was sent to 213 house- 
holds selected randomly from the Greater 
Boston telephone book. The accompanying 
letter stated that 100 trading stamps or 25 
cents in coin would be sent to the respond- 
ent upon our receipt of the completed ques- 
tionnaire. 


Experiment 3 

The responses from the second survey re- 
sulted in the reduction of the questionnaire 
to one page, eliminating among other 
things questions on income, name, and ad- 
dress. This was sent without any incentives 


Cost per 


Per cent giving 
Per cent of completed 
Experiment Returns all returns Income Name and address Questionnaire 
1—Total 26% . 100 74% 62% — 
Stamps 29 58 71 70 $1.37» 
Plain 22 42 84 58 1.06 


2—Total 
Stamps — 58 
25c 42 


3—Total 


* Required in order to receiveincentive. 
b Adjusted to cost of a one-page questionnaire. 


A field check was made of the area adjacent to Experiment 1 to determine the location of food stores offeri 
stamps. A calculation of the per cent of returns by blocks did not indicate that block returns changed signi 


to such stores. 


any type of trading 
ntly with nearness 
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to 2,700 homes 


randomly selected in 
Greater Boston. 


Results 

Table 1 shows that, in all three experi- 
ments, an average return was obtained of 
27 per cent. In Experiments 1 and 2, a 


MEDIOCRITY VERSUS CHANCE IN 
DRUG-STORE OPERATING RATIOS 


FRANK M. BASS 


higher percentage of returns came from re- 
spondents receiving stamps. The last col- 
umn gives the cost per completed question- 
naire for these three experiments. The 
respondents in Experiment 2 gave a signifi- 
cantly higher response to the question on 
income. 


Department of Business Organization 
College of Commerce and Administration 


The Ohio State University 


Horace Secrist showed many years ago that various retail stores whose expenses and 


gross margins were either far above or far below average in a particular year tended to 
move closer to the average of the group of stores in succeeding years. The present study 
uncovers this same tendency in drug-store data for the years 1948-1952. An attempt is also 


© competitive pressures in retailing 
force stores to confirm to a mediocre 
norm? 

Secrist found many years ago that stores 
with the highest or lowest percentage ex- 
pense in a given year, tend over successive 
years to revert to the over-all average for 
the entire group of stores.? Shifting of the 

*Horace Secrist, The Triumph of Mediocrity 


(Chicago: Northwestern University Bureau of Busi- 
ness Research, 1933). 


@ About the Author. Frank M. Bass, Associate Pro- 
fessor of Business Organization at The Ohio State 
University, received his M.B.A. from the University 
of Texas in 1950, and his Ph.D. degree from the 
University of Illinois in 1954. The research for this 
article was carried out as part of his Ph.D. disserta- 
tion. 

In 1950-51 Dr. Bass was employed by McKesson & 
Robbins, Inc. From 1954 to 1957 he was an Assistant 
Professor of Marketing at The University of Texas. 
He has written for various professional journals, 
and is Editor of the Proceedings of the Conference 
of the American Marketing Association held in 
Philadelphia, December, 1957. 


made to look into the causes behind this phenomenon. 


base year did not materially alter the nature 
of these generalizations. As a result of Se- 
crist’s studies of the behavior of operating 
ratios in clothing stores, hardware stores, 
department stores, and banks, he concluded 
that those stores whose percentage expenses 
or percentage gross margins were far re- 
moved irom the average in a particular year 
tended to conform to a general behavior 
pattern which he called “regression to 
type.” 

Percentage expense was computed by ex- 
pressing expense as a percentage of sales. 
Secrist measured the tendency “regression 
to type” by dividing the percentage ex- 
penses and percentage gross margins of 
stores into quartiles and computing quar- 
tile averages in successive years. The “high- 
est” or “lowest” percentage, for simplifica- 
tion in this paper, refers to the top and 
bottom quartiles. 

Percentage gross margin was calculated 
by expressing gross margin as a percentage 
of sales. 
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Secrist was led to conclude from his evi- 
dence that “mediocrity tends to prevail in 

. competitive business.” He goes on to 
say that this is merely “. . . a tendency.” 
The object of the present study has been to 
determine whether these tendencies of 
many years ago in other areas of retail trade 
are true of drug-store trade more recently. 


DRUG-STORE DATA 

Profit-and-loss statements from a sample 
of 100 drug stores for each of the five years 
1948-1952 are the source of data for this 
investigation. The selection of stores was 
limited to those which reported their profit- 
and-loss figures in each of the years covered 
in the study to a well-known agency collect- 
ing drug store data. 

Arraying percentage expenses and _per- 
centage gross margins in 1948, the quartile 
averages are compared with their values in 
succeeding years. Graphic illustration of the 


GROSS MARGIN 


1949 


general tendency for the quartile averages 
to converge is seen in Figure 1. As was the 
case with the data analyzed by Secrist, there 
is a slight but general convergence of the 
four quartiles. 

Table 1 shows the average values of the 
lowest and highest quartiles of the 1948 
array in each of the years 1948-1952 com- 
pared with the averages of the lowest and 
highest quartiles for the 1949, 1950, 1951, 
and 1952 arrays. In each of the arrays fol- 
lowing 1948, the average value for the low- 
est quartile is lower, and the average value 
for the highest quartile is higher, than the 
average values of the stores in those years 
which were in the lowest and highest quar- 
tiles in the 1948 array. For example, the 
average percentage gross margin for the 
lowest quartile in the 1949 array is 1.90 less 
than the average percentage gross margin 
in 1949 of the stores which were in the low- 
est quartile in the 1948 array, while the 


EXPENSE 


8 
19L8 


Ficure 1 
DIFFERENCES OF QUARTILE AVERAGES OF PERCENTAGE GROSS MARGIN AND 
PERCENTAGE EXPENSE FROM OVER-ALL AVERAGES, ARRAYED 1948 


Source: Profit-and-loss statements from individual drug stores. 
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TABLE | 


COMPARISON OF PERCENTAGE GROSS MARGIN AND PERCENTAGE EXPENSE 


oF 1948 QUARTILES WITH QUARTILES FOR 1949-1952 


Lowest Quartile 


Highest Quartile 
Each Column B Each Column C 
1948 Year Less Than 1948 Year Less Than 
Year 1 B Column A Cc D Column D 


Percentage Gross Margin 


1948 27.02 27.02 
1949 29.93 28.03 
1950 29.02 27.45 
1951 30.16 27.82 


1948 10.49 10.49 
1949 11.39 11.22 
1950 11.56 10.93 
1951 11.78 11.06 
1952 12.24 11.27 


average gross margin to sales ratio for the 
highest quartile of the 1949 array is 1.71 
higher than the average in 1949 of the stores 
which were in the highest quartile in the 
1948 array. There is a general and consist- 
ent tendency for the average value of the 
stores in the lowest quartile in the 1948 
array to be greater and for the average value 
of the stores in the highest quartile in 1948 
to be less when compared with the average 
values of subsequent years of array. 

Further evidence of “regression to type” 
is seen in Table 2. Based on the four arrays 


TABLE 2 
PERCENTAGE OF INCREASES TO TOTAL NUMBER OF 
CHANGES IN ALL Gross MARGIN AND EXPENSE ARRAYS 


Lowest Highest 
Years Quartile Quartile 
Gross Margin Arrays, 1948-1951 
Ist to2nd.... 80.0 36.0 
2nd to 3rd. : 53.3 48.0 
3rd to4th.... 66.0 44.0 
4th to5th.... 60.0 68.0 
Average...... 67.2 44.4 
Expense Arrays, 1948-1951 
Istto2nd.... 63.0 45.0 
2nd to 3rd... 58.6 49.3 
3rd to4th.... 58.0 40.0 
4th toS5th.... 60.0 56.0 
60.4 


0.00 
1.90 
1.57 
2.34 
1.78 


Percentage Expense 


41.01 4101 0.00 
39.81 41.52 1.71 
39.15 39.45 0.31 
38.74 39.47 0.73 
40.30 41.03 0.73 


23.52 23.52 0.00 
23.86 24.40 0.54 
23.66 24.77 1.11 
22.82 24.44 1.62 
22.56 24.26 1.70 


between 1948 and 1951, this table shows the 
percentages of the stores in the lowest and 
highest quartiles in which the percentage 
expense and percentage gross margin in- 
creased from year to year. There were 100 
“store years’ in the first quartile, and 100 
changes from first to second years. For ex- 
ample, since there were four years of origi- 
nal array (1948-1951) and 25, stores in each 
quartile in each year of array, there were 
100 “store years” of changes to record in 
each quartile. That is, in each quartile 
there was 100 changes (increases or de- 
creases from the year of array to the year 
following) from first to second years. 

Table 2 shows that of the 100 gross mar- 
gin changes from first to second years for 
the lowest quartile, 80 of them were in- 
creases while only 20 were decreases. This 
table also shows that there are more in- 
creases for the lowest quartile than for the 
highest, thus indicating that there is a 
greater tendency for the stores in the lowest 
quartile to increase expenses and margins 
in following years than for stores in the 
highest quartile. 

It is always possible, of course, that the 
mean differences in the quartile values in 
different years could have differed from zero 
as a result of chance. Analyzing the proba- 
bilities that these values could have differed 
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from zero as much or more than they did as 
a result of chance, however, one would 
probably conclude that the differences are 
generally significant. In addition, the fact 
that the differences consistently run in the 
same direction (positive for the lowest quar- 
tile and negative for the highest quartile) 
tends to confirm the conclusion of signifi- 
cant differences. 


CAUSES 

It is apparent that the evidence presented 
here tends to support Secrist’s conclusion of 
“regression to type” as a general phenome- 
non of retailing. Nevertheless the basic 
“causes” underlying this phenomenon seem 
obscure. Secrist was inclined to view “re- 
gression to type’ as being the result of 
competition. Although he presented no em- 
pirical evidence to support his conclusion 
about causes, he apparently believed that 
those stores whose operating data were far 
above or far below the average for all stores 
were forced by competitive pressure to take 
steps which would bring them closer to the 
average of the group. 

It is somewhat easier to believe that those 
stores whose expenses are above average 
and those whose gross margins are below 
average and which remain in operation 
over a period of time will find ways and 
means of improving their situation than it 
is to understand why those stores whose 
expenses are below average and those stores 
whose gross margins are above average are 
inclined to move closer to the average. 
There is, of course, a variety of forces at 
work; and it is possible that exogenous 
forces rather than the influence of the pro- 
prietor lead to the phenomenon “regression 
to type.” During the period in question, 
1948-1952, there was an upward pressure on 
dollar expenses and, therefore, on the per- 
centage expenses of retailing in general. 
This tended to be offset to some degree by 
increased sales. 

It seems important to inquire whether 
the influence of some dominant force was 
felt to a greater extent by those stores whose 
expenses were in the upper quartile than 
by those in the lower quartile. The stores 


whose expenses were in the highest quartile 
may have tended to achieve a decreased 
percentage expense to a greater degree than 
stores in the lowest quartile because the 
highest quartile stores tended to obtain in- 
creased sales more frequently than the stores 
in the lowest quartile, or because some 
other influence was more frequently felt by 
one quartile than another. 

Since a multiplicity of factors is operating 
on percentage expense, it is only possible to 
obtain an indication of the dominance of 
one factor in a rather crude way. In order to 
attempt an explanation of the direction of 
change, four major “causes” for decreased 
percentage expense have been set up. These 
are increased sales, decreased dollar-labor ex- 
pense, decreased dollar-occupancy expense, 
and decreased dollar-advertising expense. 
For each one of the arrays 1948-1951. there 
were 100 store-year changes from first to 
second years for each of the four quartiles. 
The number of decreases for each quartile 
may be taken as 100 per cent of the de- 
creases for that quartile and an attempt 
made to determine the percentage of the 
total decreases for that quartile “caused” by 
each of the four “causes’’ previously men- 
tioned. Similarly, the percentage of the in- 
creases of each quartile “caused” by 
decreased sales, increased dollar labor ex- 
pense, increased dollar occupancy expense, 
and increased dollar advertising expense 
may be determined. 

Of course, this procedure is somewhat 
tenuous since there is a degree of interde- 
pendence among the forces operating on 
expense. An appraisal of the relative in- 
fluence of each factor could be made only 
on the basis of judgment. For instance, a 
reduction in percentage expense may have 
been accompanied by both increased sales 
and decreased dollar labor expense. It was 
then necessary to make a decision as to 
which influence was dominant. 

Tables 3 and 4 show the breakdown of 
the percentage of decreases and increases 
with their associated “causes.’”’ These tables 
point up two things. First, the major ele- 
ment associated with decreased expenses 
appears to be increased sales, and the major 
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TABLe 3 
First TO SECOND YEAR DECREASES IN PERCENTAGE 
EXPENSE AND ASSOCIATED “CAUSES” —PERCENTAGE OF 
DECREASES BY QUARTILES “CAUsED” BY DIFFERENT 


FAcTors 
at Decreased Decreased Decreased 
Increased Lahor Occupancy Advertising 
Sales Expense Expense Expense 
dollars 
First Quartile 
(100% = 33) 
60.7 24.2 15.1 0.0 
Fourth Quartile 
(100% = 54) 
63.0 20.3 16.7 0.0 
TABLE 4 


First TO SECOND YEAR INCREASES IN PERCENTAGE 
EXPENSE AND ASSOCIATED “CAuses”’— PERCENTAGE OF 
INCREASES BY QUARTILES “CAUSED” BY DIFFERENT 
Factors 


Increased 


Increased Increased 


Decreased Labor Occupancy Advertising 
Sales Expense Expense Expense 
dollars 

First Quartile 
(100% = 63) 
25.4 44.4 28.6 1.6 
Fourth Quartile 
(100% = 45) 
21.0 46.7 28.8 3.5 


element associated with increased expenses 
seems to be increased dollar labor expense. 
Second, there appears to be some difference 
in the extent to which these factors bear on 
the two quartiles. For example, while 60.7 
per cent of the decreases of the first quartile 
were associated with increased sales and 
63.0 per cent of the decreases of the fourth 
quartile were associated with increased 
sales, since there were more decreases (54) 
for the fourth than for the first quartile 
(33), the influence of increased sales in de- 
creasing the percentage expense was appar- 
ently greater for the fourth than for the 
first quartile. This could have occurred as 
a result of sampling errors, but, if not, it 
may indicate that the stores with high ex- 
penses were more likely than those with low 
expenses to experience a sales increase 
which would offset the upward pressure on 


dollar expenses. This may account to some 
extent for the phenomenon “regression to 
type.” 

This conclusion tends to be supported by 
evidence from a previous investigation, 
which indicated that stores with high per- 
centage expenses were likely to experience 
a decrease in percentage expense if their 
sales volume increased, whereas those with 
low expenses might have to increase their 
dollar expense more than proportionately 
to achieve an increase in sales.2 That is, the 
stores with high expenses could expect to 
decrease their percentage expenses if sales 
increased, because they would not be as 
likely to find themselves compelled to in- 
crease dollar expenses to accommodate in- 
creased sales as would the stores with low 
expenses. Because they are presumably al- 
ready using labor and space to capacity, the 
stores with low expenses would be more 
likely to have to hire additional labor or 
add to their dollar expenses in some other 
way in order to accommodate a sales in- 
crease. 


CONCLUSIONS 


Obviously the interpretation presented 
here about “causes” for “regression to type” 
in drug store expenses should be considered 
as a tentative hypothesis rather than an ulti- 
mate conclusion. Another possible hypothe- 
sis which may explain the regression phe- 
nomenon has been suggested by Robert 
Ferber. This hypothesis is that accidental 
or fortuitous circumstances—unusual ex- 
penses, a sales bonanza, etc.—may affect cer- 
tain stores in a given year. The importance 
of any particular accidental factor will di- 
minish for any given store as time goes on, 
especially if the store was at one extreme 
of the distribution This diminution might 
explain a large part of the regression phe- 
nomenon. 

There are sufficient grounds to question 
the causes which Secrist assigned to the 
phenomenon “regression to type,” but the 
phenomenon itself seems to be clearly im- 

*Frank M. Bass, “Expense and Margin Functions 


in Drug Stores,” THE JOURNAL OF MARKETING, Vol. 
XX (January, 1956), pp. 236-241. 
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pressed in the retail field. Indeed, in view 
of the significance of his findings, it seems 


somewhat odd that so little additional re- 
search has been done in this area. 


ALPHA KAPPA PSI FOUNDATION AWARD 


This is the third year that the Alpha 
Kappa Psi Fraternity has offered an award 
for an outstanding article or contribution 
appearing in THE JOURNAL OF MARKETING 
during a publication year. 

Winners of the award during the first two 
years were: 


1956 award—Robert Ferber, University of 

Illinois, for his article, “Sales Forecast- 

. ing by Sample Surveys,” THE JOURNAL 
OF MARKETING, XX (July, 1955), pp. 
1-13. 

1957 award—Wendell R. Smith, Alderson & 
Sessions, Inc., Philadelphia, for his ar- 
ticle, “Product Differentiation and 
Market Segmentation as Alternative 
Marketing Strategies,” THE JOURNAL 


OF MARKETING, XXI (July, 1956), pp. 
3°8. 


‘The members of the Editorial Board will 
consider all contributions published in the 
four issues commencing July, 1957, and run- 
ning through April, 1958, for the 1958 
Alpha Kappa Psi Foundation award. From 
these articles, they will select one which in 
their judgment has made an outstanding 
contribution to the advancement of science 
in marketing, resulting in a better under- 
standing of marketing problems and the 
methods for solving them. 

The 1958 winner will be presented his 
award at the June meeting of the American 
Marketing Association. An announcement 
will be also made in the July, 1958, issue of 
this JOURNAL. 
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PIONEER in proposing a systematic 
A approach to the study of market- 
ing, Arch W. Shaw began forty-five years 
ago to urge a replacement of rule-of- 
thumb procedures in marketing manage- 
ment by careful analysis, establishment of 
standards of performance, and thought- 
ful planning. At the same time he con- 
templated participation by university or- 
ganizations and government agencies in 
that development. 

Mr. Shaw was born in Jackson, Michi- 
gan, in 1876. After graduation from high 
school, he entered Olivet College but 
dropped out before completing the work 
for a degree. In 1899, at the age of 23, he 
joined with another young man, L. C. 
Walker, to found the Shaw-Walker Com- 
pany, for the manufacture of office equip- 
ment. Four years later, while retaining 
his financial interest and a directorship 
in that company, he retired from active 
participation in its management and es- 
tablished the firm of A. W. Shaw Com- 
pany, to publish the magazines System 
and Factory. The firm also published a 
sizeable list of books, chiefly on the ele- 
mentary techniques of salesmanship and 
on various aspects of business manage- 
ment. That publishing business was sold 
to the McGraw-Hill Company in 1928. 

Mr. Shaw always had a restless, in- 
quisitive, and imaginative mind; and in 
1910, in the midst of his successful career 
as a publisher, he decided to take a year 


ARCH W. SHAW 


off, to ascertain whether there was any- 
thing of practical value to be found in 
academic cloisters. Consequently he went 
to Cambridge to attend classes in eco- 
nomics and to take a broad look around. 
There he became particularly interested 
in Professor Taussig’s advanced course 
in economic theory, and Mr. Shaw’s sub- 
sequent writing on the subject of mar- 
keting was substantially influenced by 
that course. 

During that year in Cambridge, he 
also became acquainted with Edwin F. 
Gay, Professor of Economic History, who 
two years previously had been appointed 
Dean of the new Graduate School of 
Business Administration. From that ac- 
quaintance a life-long, intimate friend- 
ship between the two men developed. In 
1911 Mr. Shaw was appointed Lecturer 
and Member of the Administrative 
Board at the Harvard Business School, 
on a part time basis. 

At the suggestion of Dean Gay, Mr. 
Shaw wrote an article which was pub- 
lished in the Quarterly Journal of Eco- 
nomics, August, 1912, and republished 
three years later, with an introductory 
chapter, under the title Some Problems 
in Market Distribution. That was his 
most notable writing on the subject of 
marketing. 

In his article Mr. Shaw classified dis- 
tribution activities into those of demand 
creation and those of physical supply. He 
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then proceeded to discuss various theo- 
retical and operating aspects of those 
activities, and to stress their interde- 
pendence. Although a few books on 
salesmanship and advertising had been 
published before 1912, they were not of 
scholarly significance, and for students 
of marketing Mr. Shaw’s article and book 
mark the beginning of the systematic 
literature in this field. His article pro- 
vided the first broad discussion of the 
functions of marketing. 

While Mr. Shaw sought in his article 
to establish an application of economic 
theory to marketing problems, his dis- 
cussion, from a management point of 
view, of distribution policies, price pol- 
icies, and their relation to policies of de- 
mand stimulation was particularly note- 
worthy. His concept of “the market 
contour” and his emphasis on the need 
for analysis of the market to determine 
that contour were far ahead of contempo- 
rary practice. And his criticism of the 
prevalent loose guesswork in the devel- 
opment of sales programs and advertis- 
ing campaigns was strong. Although sub- 
stantial progress has since been made in 
improving the handling of some of the 
problems that he discussed, a number of 
Mr. Shaw’s observations are still perti- 
nent today. 

Out of the discussions between Mr. 
Shaw and Dean Gay in 1911, an idea 
emerged of setting up an organization to 
gather data on marketing costs and to es- 
tablish standards of performance. Hence 
the Harvard Bureau of Business Re- 
search was founded, and Mr. Shaw made 
a financial contribution to enable the 
work to be gotten under way. 

In his book on market distribution 
Mr. Shaw stated that, in his opinion, the 
federal government should undertake to 


collect, classify, and disseminate all the 
information available regarding the ac- 
tivities of business. Such an agency would 
cooperate, of course, with private institu- 
tions and trade associations. Prior to the 
publication of his book, he had advo- 
cated the same procedure through the 
editorial pages of System. The purpose 
of that proposal was to have the federal 
government set up a business service 
analogous to the field service of the De- 
partment of Agriculture for farmers. 
Early in 1917, when the preparations 


for war were being stepped up rapidly, 


Mr. Shaw persuaded the Council of Na- 
tional Defense to approve the estab- 
lishment of the Commercial Economy 
Board, of which he became chairman. 
The purpose of the Board was to effect 
economies in the use of labor and mate- 
rials in civilian industry to aid in the war 
effort, and Mr. Shaw expected that the 
Board would function more or less in 
accordance with the plan which he pre- 
viously had been advocating. While a 
study of retail delivery service was made, 
and while attention was given to some 
other analogous problems, the work of 
the Board actually was concentrated 
largely on the simplification of mer- 
chandise lines. When the War Industries 
Board was set up, the Commercial Econ- 
omy Board became the Conservation Di- 
vision, still under Mr. Shaw’s chair- 
manship, of the W.1.B. The economies 
effected under that program proved to 
be very substantial. 

Such were some of the undertakings 
pertaining to marketing to which Mr. 
Shaw applied his shrewd insight and 
fertile imagination. 


T. CopeLAnp 
Annisquam, Massachusetts 
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List oF GENERAL HEADINGS 


. Advertising 
. Area Analysis 
2A. Retail Trading Areas 
2B. Wholesale Trading Areas 
2C. Interregional Trade 
. Bibliographies 
. Buying and Purchasing 
. Communication and Market News 
. Costs and Efficiency 
. Customer Analysis 
7A. Business Customers 
7B. Ultimate Consumers 
. Financing 
. Foreign Marketing (including Marketing by 
Domestic Firms in Foreign Countries, and Inter- 
national Trade) 
. General Marketing Studies 
. Government Regulation 
History and Trends 


Many business schools publish monthly or 
quarterly journals which contain articles of 
interest to readers of this section of THE 
JOURNAL OF MARKETING. Other schools pub- 
lish such articles at irregular intervals which 
would be no less interesting. 

Mr. James E. Saunders, Market Analyst, 
Automobile Club of Southern California, 
2601 South Figueroa Street, Los Angeles 54, 
California, has accepted the assignment of 
abstracting such articles. Please send mate- 
rial to him, indicating that which you wish 
returned. It will be appreciated if business 
schools will place his name on their mailing 
lists to receive copies of their appropriate 
publications. 
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. Integration 
. Managerial Control (including Accounting Con- 


trol, Inventory Control, Statistical Control) 


. Managerial Organization of Marketing Activities 
. Marketing of Specific Goods and Services 


17. 
18. 
19. 
20. 
21. 
22. 
23. 
24. 
25. 
26. 


27. 
28. 
29. 
30. 
gl. 
32. 
33- 


16A. Agricultural Goods and Raw Materials 
16B. Industrial Goods 

16C. Manufactured Consumers’ Goods 

16D. Services 

Merchandising 

Prices and Price Policies 

Related Subject Matter Fields 

Research and Research Techniques 
Retailing 

Risk 

Sales Management (including Salesmanship) 
Sales and Economic Forecasts 
Standardization and Grading 

Statistical Data (including Sources, Types, Re- 
visions, and New Series) 

Storage and Packaging 

Teaching of Marketing 

Theory of Marketing (including Competition) 
Transfer of Legal Possession 

Transportation 

Wholesaling 

Unclassified 


1. ADVERTISING 


1.1 Advertising to and Through Schools and Col- 
leges: Printers’ Ink Portfolio for Planning No. 
10. The Editors of Printers’ Ink (Pleasantville, 
New York: Printers’ Ink Books, 1957, 64 pp. 
$10.00). [R.L.C.] 


Businessmen concerned with advertising to and 


through schools and colleges will find the twenty- 
seven reprinted articles contained in this portfolio 
helpful. They provide suggestions for solution to 
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specific marketing problems based on tested ma- 
terial and are concerned with a wide variety of 
products. 


1.2 From Research, More Bang for Your Ad Buck. 
Chemical Week, July 6, 1957, pp. 64, 66, 68. 
[w.c.] 


Operation researchers at Arthur D. Little, Inc., 
have come up with the following differential equa- 
tion formula to measure advertising response: 

ds (M—S) 


= fA 


—LS 
M 


Where §S is sales volume, A, the rate of advertis- 
ing expenditure, M, the saturation level or maxi- 
mum attainable sales in a given campaign, L, the 
rates of sales decline, and r, a constant measuring 
the sales attributable to advertising. 

Studies from which this formula was derived lead 
to the following conclusions: (1) the first dollars 
spent in an advertising campaign are the most ef- 
fective in producing sales, (2) promotion is much 
more effective in attracting new customers than in 
retaining old customers, (3) individual campaigns 
have a “saturation level” beyond which additional 
promotion of the same type fails to generate extra 
sales, (4) campaign pretesting is feasible and relia- 
ble. 


1.3 An Operations-Research Study of Sales Response 
to Advertising. M. L. Vidale and H. B. Wolfe, 
Operations Research, June, 1957, pp. 370-381- 
[w.L.] 


This article reports the results of experimental 
studies of the interaction of sales to advertising in 
the advertising campaigns of major industrial con- 
cerns. The response of individual products to an 
advertising promotion is characterized by three 
parameters: the sales decay constant, the saturation 
level, and the response constant. Sales histories ex- 
emplifying each of these parameters are presented. 
A mathematical model of sales response, which has 
proved useful in analyzing advertising campaigns 
is developed. A further model for determining the 
total advertising appropriation and the allocation 
of the advertising budget among products is pre- 
sented. 


14 The Advertising Budget: National and Local. 
A. M. Millholland, Journal of Retailing, Sum- 
MET. 1957, PP- 99-100. [S.C.H.] 

Criticism of co-operative advertising plans by a 
large advertiser, centering around belief that na- 
tional brand advertising has far stronger impact, 
that insistence upon co-operative arrangements 
forces retailers to accept inferior lines, and that in 
many cases the co-op plan is simply a poorly dis- 
guised rebate. 


3. BIBLIOGRAPHIES 


3.1 Patents, Trademarks, and Copyrights. Business 
and Technological Services Bulletin, January- 
June, 1957, Cleveland Public Library. [k.a.c.] 


This is a classified bibliography on the national 
and international aspects of this subject. Covers 
periodicals and services and gives brief statements 
of content. 


4. BUYING AND PURCHASING 


4.1 Trading Stamps and the Consumer’s Food Bill. 
(MRR-169) Market Organization and Costs 
Branch of AMS, U. S. Department of Agri- 
culture, May, 1957. [J-K.s.] 


Consumers appear to have accepted trading 
stamps as a form of promotion according to recent 
studies reported in this publication. As pointed out, 
in 1956, about half of the families in the U. S. 
were saving one or more of the different kinds of 
stamps being distributed by retail merchants. Some 
consumers showed great enthusiasm for saving 
stamps even though they thought this practice in- 
creased the prices they paid for food. 

Evidence of increases in the price of food due to 
the use of trading stamps has been hard to obtain. 
Io explore the problem from the consumer's 
point of view, a small study was made in 1956 in 
Washington, D. C., to illustrate returns a consumer 
might expect for saving stamps. About twenty-five 
items of merchandise similar to those offered in a 
stamp company’s catalog were priced as several 
local department stores and discount houses. This 
study showed that if consumers had obtained these 
items in exchange for filled stamp books, they 
would have received an equivalent of from $3.46 to 
$5.22 per book of 1,500 stamps, or a return of from 
2.3 to 3.4 percent on an expenditure of $150 when 
manufacturers’ list prices were used as the basis 
for comparisons. At discount store prices, returns 
would have been considerably less—ranging from 
1.5 to 2.3 percent. This indicates that if food prices 
are raised to cover the entire cost of a trading 
stamp plan which is estimated to be about 214 
percent of gross sales, a consumer who usually pays 
list prices would, in exchange for books of stamps, 
be getting such items on a prepayment plan. If 
these could be purchased at discount store prices, a 
loss to the consumer would result. 


8. FINANCING 


8.1 Credit Control in Selected Retail Farm Supply 
Co-ops. (FCS-General Report 35), John M. 
Bailey, U. S. Department of Agriculture, June, 
1957- [J-K-S.] 

New and improved methods of credit control are 
being sought today by many businesses. Farmer co- 
operatives are among these. A preliminary study of 


ot 
317 
17 
it 
pe 
art. 
t 
A 
= 
are 
| 
cant 


318 


THE JOURNAL OF MARKETING 


January 1958 


eight selected retail farm supply associations faced 
with this problem has just been concluded. The 
results may be of interest to other firms having 
credit accounts. 

Credit sales and accounts receivable increased ap- 
preciably over a 5-year period in these eight asso- 
ciations. Adverse economic conditions, changes in 
production technology, and inadequate administra- 
tion of credit operations were factors in the un- 
favorable trend. 

These associations were better than average in 
their credit operations. 

While total sales and credit sales were up 12 
and 18 per cent respectively from 1952-1956, ac- 
counts receivable over the same period were up 
more than 60 per cent. 

While up to go per cent of patrons used credit 
some time during the year, only about 19 per cent 
of the patrons had accounts outstanding at the 
end of the last fiscal year. 

Ihe ten largest accounts in each association rep- 
resented about 1.9 per cent of the patrons but ac- 
counted for 27 per cent of total accounts receivable. 

Detailed cost estimates by seven associations in- 
dicated a credit cost of $1.70 for $100 of credit 
sales. 

The report describes their policies and practices 
and makes suggestions for improved credit control. 


8.2 Diverse Accounting Procedures, Price-Level 
Changes, and Financial Statement Ratios. 
Alan Robert Cerf, The Journal of Business, 
July, 1957, pp. 180-192. [S.c.H.] 


Financial statement ratios have important mar- 
keting implications, especially in connection with 
mercantile credit decisions. This paper seeks to ex- 
plore the effects of FIFO and LIFO inventory 
evaluation techniques upon some of the common 
ratios. 

The alternative valuation techniques give simi- 
lar results during periods of price stability. More- 
over, analysis of a number of “representative mod- 
els” indicates small differences equalized by tax 
effects for the current and “acid test’ ratios. Work- 
ing capital, turnover, and reported inventory, profit 
and tax liability figures are likely to be affected 
much more seriously and may prove very poor 
guides to judgment. 


9. FOREIGN MARKETING (including Marketing 
by Domestic Firms in Foreign Countries, and In- 
ternational Trade) 


9.1 30 Guideposts to Overseas Marketing. Elmo C. 
Wilson and Alexander O. Stanley, Dun’s Re- 
view and Modern Industry, July, 1957, pp- 
63-69. [R.L.c.] 


As export sales and overseas plant investment 
break through to new high levels, management is 
turning to marketing research to increase its mar- 


ket penetration. To make best use of the compara- 
tively new technique of international market re- 
search requires an understanding of its limitations 
and a readiness to improvise solutions by methods 
that might seem disturbingly unconventional to 
domestic researchers. 

The go points which are outlined by the authors 
offer a fundamental approach to the problem of 
mapping out the safe or stormy areas of markets 
abroad. By eliminating much of the guesswork this 
approach can be helpful in introducing new prod- 
ucts in a new overseas market or pretesting a new 
product in an established world market. 


9.2 In British Expansion—A Shrinking Market for 
U. S. Chemicals. Chemical Week, June 29, 
1957, pp- 80, 82, 84. [w.c.] 


For most segments of the British chemical indus- 
try, 1956 was a peak year, and 1957 is expected to 
be better. As a result exports of chemicals from the 
United States to Britain are generally declining. 

The British, however, are also worried about 
their export market. There appears to be almost 
general agreement that it would be a serious blow 
to British Chemical exports if the United Kingdom 
remains outside a European free-trade area. 

Chemical output in Britain in 1956 was about 5 
per cent higher than 1955. But total value of im- 
ports of chemicals and allied products dropped 
from £112 million in 1955 to £107 million in 1956, 
a drop of 4144 per cent. The U. S. is the leading 
supplier but the U. S. share dropped about 15 per 
cent from £26 million in 1955 to £22 million in 
1956. Leading products shipped from the U. S. to 
Britain are potassium chloride, channel-type car- 
bon black, and styrene monomer. 


9.3 British Retail Institutions. Minnie B. Tracey, 
Journal of Retailing, Summer, 1957, pp. 93- 
98. [s.c.H.] 


A description of several important British de- 
partment stores and retail chains. One of the in- 
teresting thoughts that seem to emerge from the 
descriptions is that there is no “natural” or “in- 
herent” bundle of goods and services which uni- 
versally comprises the sole and proper area of de- 
partment store activity. British department stores 
seem to handle food lines much more successfully 
than their American counterparts. Insurance and 
real estate departments are also common. Attention 
is also paid in this article to relatively narrower 
margins, the relatively minor role of advertising, 
and to the resale price maintenance controversy. 


9.4 How Europe Will Meet Sulfur Demands. Chem- 
ical Industry Economics Group, Stanford Re- 
search Institute, Chemical: & Engineering 
News, July 29, 1957, pp- 40-42. [W.c.] 

Europe will up sulphur consumption some three 
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million tons by 1965 over 1955. 
forms in million tons: 


Broken down by 


1955 1965 

Pyrites.......... 3.2 4.6 
Brimstone... .. 1.0 1.8 
Other Forms......... ; 1.2 2.3 
5.4 8.7 


Pyrites consumption in Europe will continue to 
increase despite strong competition from United 
States and Mexican Frasch (brimstone) sulfur pro- 
ducers. In the next ten years brimstone use will in- 
crease more rapidly than pyrites use, but after that 
with limited brimstone deposits being consumed, 
the faster growth area will shift back to pyrites, 
natural supplies of which are far more abundant 
than brimstone. 


9.5 Australia Eager for Self-Service. M. M. Zimmer- 
man, Super Market Merchandising, July, 
1957, pp- 87-88 ff. [w.L.] 


M. M. Zimmerman, President of Super Market 
Merchandising, delivered a series of lectures on 
super markets and self-service to the Modern Mer- 
chandising Methods Convention of Sydney, Aus- 
tralia. In this article Mr. Zimmerman writes about 
his visit and the progress of self-service retailing in 
Australia. 

Australians are eager to learn about super mar- 
kets and self-service techniques of retailing. The 
most aggressive Australian food retailers are op- 
erators of department and variety stores. There 
are about 1,700 self-service stores in Australia, with 
new stores opening at the rate of 30-40 per month. 
The largest self-service food store is 4,000-5,000 
square feet and 20 per cent of all food stores com- 
mand 60 per cent of the business. Two-thirds of 
this 20 per cent are independent operators, and 
about one-third of these independents have self- 
service stores. 

Governmental and labor union regulation and 
control is restricting the development of retailing 
in Australia. Store hours, prices, and advertis- 
ing (premiums, coupons, prizes) are “controlled” 
thereby hindering competition. A few retailers, 
however, have started keeping open evenings and 
reducing prices. 

Two department stores completed building mod- 
ern shopping centers in May and June. Since Aus- 
tralians in big cities live essentially like Ameri- 
cans, it is expected that more shopping centers 
will appear. The author concludes that Australia 
will realize an expansion in super market and self- 
service retailing and will offer American manufac- 
turers an outlet for their branded merchandise. 
Australia lacks three essentials: (1) more popula- 
tion, (2) more capital, and (3) increased productivity. 


9.6 Worldwide Squeeze on U. S. Chemicals? Chemi- 
cal Week, July 27, 1957, pp. 20, 21. [w.c.] 


The European common market is but the first 
and most apparent of similiar schemes for common 
markets shaping up throughout the world. 

U. S. chemical processors sold these amounts of 
products in 1956 in areas where common protected 
markets may come into existence: 


Million Dollars 


Europe. .. 347 
South America. ..... 326 
Central America... . 272 
243 

1,188 


U. S. producers are not too concerned because 
prospects for common markets are far off. However, 
they are increasing production in their own foreign 
plants. A recent estimate is that 76 per cent of U. S. 
goods sold abroad are manufactured there. Com- 
mon market areas should improve their regional 
economies and result in enlarged markets for prod- 
ucts. 


ll. GOVERNMENT REGULATION 


11.1 Letters Patent for Inventions: Their Use and 
Misuse. G. A. Bloxam, The Journal of Indus- 
trial Economics, July, 1957, pp. 157-179. 
[S.C.H.] 


Particularly interesting in this thorough general 
description of the British patent system is the dis- 
cussion of the possible use of patents to suppress 
useful inventions—something common belief holds 
to be a frequent practice. Although British law for 
more than fifty years has provided for compulsory 
licensing in cases of “abuse of ‘monopoly,” includ- 
ing suppression, extremely few actions have been 
brought before the Controller-General of Patents. 
An investigative committee which sat just after 
World War II was unable to locate any evidence of 
suppression. In general Bloxam concludes that 
through different means, both British and Ameri- 
can law provide adequate safeguards against patent 
abuse. 


11.2 New Weapon Joins Antitrust Arsenal. Chemi- 
cal Week, July 6, 1957, pp. 21-23. [w.c.] 


The U. S. Senate Antitrust and Monopoly Sub- 
committee has had its staff prepare a report on con- 
centration in industry which gives 1954 data as 
compared with previous years. 

In 1954, the fifty largest manufacturing compa- 
nies accounted for 23 per cent of value added by 
manufacture, as compared to 17 per cent in 1947. 

In 1954 the per cent of shipments in‘dollar value 
by the eight largest companies in certain chemical 
industry sectors was: 
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Commodity 


Value, Total 
Shipments 
Million Dollars 


Per Cent Shipped 
by Eight Largest 


Chlorine.... 

Synthetic Ammonia and Derivatives 
Aluminum Compounds 

Cyclic Dyes 


Synthetic Rubber 
Synthetic Fibers 
Industrial Natural-Ethyl Alcohol 


14. MANAGERIAL CONTROL (including Ac- 
counting Control, Inventory Control, Statistical 
Control) 


14.1 High-Speed Operations Research. Melvin E. 
Salveson, Harvard Business Review, July-Au- 
gust, 1957, pp. 89-99. [J-M.R.] 

The author visualizes a business as made up of a 
number of closely inter-related and interconnected 
activities which are carried out in pursuit of a 
common purpose, measured in terms of profits, 
customer preference, return on investment, employ- 
ment stability, or in other ways. Thus, the enter- 
prise may be considered a large, complex system, 
made up of a number of sub-systems. Mr. Salveson 
identifies these sub-systems as the management 
processes of operations (sales, for example), plan- 
ning (sales forecasting, for example), and control 
(sales analysis, for example), not the functions of 
management (marketing, production, accounting, 
etc.). 

With regard to current operating decisions, OR 
has little, if any, role, whereas high-speed com- 
puters have had their widest application in this 
area. In planning, OR analyses and formulation 
followed by computer solution are most useful; 
for example: economic analyses and forecasting; 
budgeting; location selection; personnel selection 
and recruitment; plant layout; inventory planning. 
Likewise, OR and computers can assist significantly 
in control; for example: cost accounting; quality 
control; sales analyses and reporting. 

Summing-up, the author details the major con- 
tributions of OR and the electronic computer to 
management: 

a. Top management can use OR to help in the 
continuing process of redesigning or adapting the 
business to its ever-changing environment—includ- 
ing the changes induced by the electronic com- 
puter. 

b. OR is useful in designing the structure and 
flow of information in planning, operations, and 
control—so that all planning, decision, and action 
in the enterprise are consistent, complete, and 


valid. 


c. Managers can use the electronic computer to 
aid them in making better decisions in planning, 
operations, and control—by increasing the speed 
and power of computation available to them. 


16A. MARKETING OF SPECIFIC GOODS AND 
SERVICES: AGRICULTURAL GOODS AND 
RAW MATERIALS 


16A.1 Possibilities for Futures Trading in Florida 
Citrus Fruit and Products. (Marketing Re- 
search Division Report No. 156) William T. 
Wesson, U. S. Department of Agriculture. 
[J-K.S.] 


This study was concerned with the feasibility of 
organized futures trading in frozen orange concen- 
trate and oranges. It was undertaken because of the 
strong interest on the part of the Florida citrus in- 
dustry in the possibility that futures trading would 
be helpful in (1) providing an aid to short-term 
financing, and (2) reducing the magnitude of price 
movements. The author concludes that the possi- 
bilities for the development of futures trading in 
these products are unfavorable at present. This 
conclusion is based on the following characteristics 
of the products and the markets for these products. 

To a substantial degree, the various phases of 
production and marketing of frozen orange con- 
centrate and oranges are vertically integrated; that 
is, two or more phases of production or marketing 
are controlled by the same firm. Consequently, the 
numbers of buyers and sellers tend to be low, and 
the volume of trading in these commodities that 
take place under open or free market conditions 
is relatively small. 

Orange concentrate is, for the most part, pro- 
duced and marketed under brand names and con- 
siderable significance is assigned the brand name in 
the buying and selling of the product at all levels 
of trade. Because of the importance of brands in 
this respect, it appears impossible, under present 
conditions, to establish a futures contract that is 
in line with trade interests. 
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Market information on orange concentrate and 
oranges is not very widely distributed. The limited 
distribution reflects the absence of a demand for 
such information by individuals outside the citrus 
industry who might be interested in futures trad- 
ing. This is a condition that is to be expected, 
since it is difficult for these individuals to make use 
of such information in an integrated industry. 

There is a high degree of concentration of con- 
trol in the citrus market. 

The nature of futures trading is such that its 
use as an aid to financing would necessitate a 
greater division and redistribution of the owner- 
ship responsibility in the manufacturing and mar- 
keting of orange concentrate and oranges. The de- 
velopment of the citrus market has been in the 
direction of increased concentration of ownership 
at the manufacturing, storage, and distribution 
levels, including retailing in a few instances. 
Among other effects, this consolidation of owner- 
ship enables price risks to be spread over a large 
number of items, none of which may follow the 
same price pattern. This development has increased 
capital requirements of the firms operating in this 
industry. In the case of financing through futures 
trading, part of the gains or losses that otherwise 
would be received by the integrated firm go to 
participants in the futures market. Thus, the ad- 
vantages expected from integration of successive 
phases of the production and marketing process 
are best achieved through financing by some other 
means, such as the sale of securities. Futures trad- 
ing moderates the effect of integration, since par- 
ticipants in the futures markets become claimants 
to the yield realized from certain phases of the 
process. 


16A.2 Costs of Packing Colorado Peaches in 1956. 
Marketing Research Report No. 179, Lloyd 
C. Martin, Agriculture Marketing Service, 
U. S. Department of Agriculture, June, 1957. 
[J-K-S.] 


Total costs of packing a bushel of peaches in 
Colorado averaged almost 99 cents in 1956. Ranch 
sheds that packed peaches in the standard fruit 
box had total packing costs of over 56 cents, while 
these costs in the larger central packing sheds 
averaged slightly over 44 cents. 

In Mesa County, Colorado, approximately one- 
third of the peaches packed for fresh market are 
packed in the seven central sheds, four of which 
are owned by two cooperatives, the remainder by 
two independent packers and shippers. The re- 
mainder of the crop is packed in smaller ranch 
sheds. However, the entire crop is sold through 
and physically handled by the central sheds which 
maintain extensive selling organizations and ship- 
ping facilities during the peach marketing season. 

The costs considered in this report were those 
for labor, overhead, and materials. Labor costs in- 
cluded those from receiving the bulk fruit into 


the shed, through the packing process, to loading 
out for shipment to market. Labor costs comprised 
approximately 27 per cent of total packing costs 
regardless of the type of pack produced, while 
overhead costs accounted for 17 per cent of the 
total. The cost of packing materials was the largest 
cost category, averaging slightly over 56 per ceni 
of total packing costs. 

Components of total costs to pack a box of 
peaches in the central sheds consisted of over 12 
cents for labor, 6 cents for overhead, and almost 
26 cents for packing materials. Costs in ranch 
sheds that packed the standard fruit box averaged 
slightly over 15 cents for labor, almost 10 cents for 
overhead, and 31 cents for materials. Packing costs 
in packing peaches in bushel baskets for fresh mar- 
ket consisted of 24 cents for labor, 18 cents for 
overhead, and 56 cents for materials. Although the 
bushel basket contains over 214 times as much 
fruit as the box, costs were not proportionately 
higher because peaches packed in boxes were indi- 
vidually wrapped while peaches packed in bushel 
baskets were not. 

Differences in packing methods are apparent 
when packing costs are converted to a per-100- 
pounds basis. Total costs to pack 100 pounds of 
peaches in bushel baskets averaged $2.06. To pack 
a similar quantity of peaches in boxes cost $2.48 in 
the central sheds and $3.13 in the ranch sheds. 

Data presented in this report indicate that in- 
creased efficiency and lower costs could be obtained 
by some consolidation of packing operations. 

Copies of the complete report are available at 25 
cents a copy from the Superintendent of Docu- 
ments, U. S. Government Printing Office, Wash- 
ington 25, D. C. 


16A.3 Coordinated Marketing—Would It Help Co- 
operative Fruit and Vegetable Processors? 
(FCS—General Report 33), Irwin W. Rust, 
U. S. Department of Agriculture, June, 1957. 
[J-K.S.] 


What kind of a coordinated marketing program 
would the majority of fruit and vegetable proces- 
sors prefer, and to what extent would they support 
such a program? 

To get the answers to these questions, Farmer 
Cooperative Service sought information from all 
known cooperative fruit and vegetable processors 
in the United States and from several rice and 
dried pea and bean associations. It asked these 
processors about their current sales practices, their 
problems, and their ideas for an effective marketing 
agency. 

Processors reported they were having difficulty 
meeting the large-scale requirements of chain 
stores and other quantity buyers. They had other 
serious problems related to market coverage, brand 
competition and acceptance, rising costs, and 
changes in consumers’ preferences and demands. 

This study showed fifty-three co-operative proc- 
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essors in nineteen States were definitely interested 
in marketing their products through a joint sales 
agency. All. customarily sold through brokers, al- 
though a number sold direct to customers when- 
ever feasible. Development of a coordinated sales 
program probably would foster greater emphasis 
on direct sales, in keeping with current trends in 
that direction. 

Initially, processors would make about 50 per 
cent of their volume (approximately nineteen mil- 
lion cases of canned, bottled, frozen and packaged 
foods) available for sale through a central agency. 
Several processors indicated willingness to use the 
agency exclusively from the start. Several others 
said they would increase their amounts as the pro- 
gram progressed. 

All cooperatives interested in a joint marketing 
program said they would be willing to accept uni- 
form quality requirements. 

Processors showed less unanimity on the question 
of brands. Forty-six per cent favored an exclusive 
central agency brand; 32 per cent would want to 
use both central agency and individual association 
brands. 

A number of processors reported they did no 
advertising. Expenses of those who did advertise 
ranged from 3.5 to 10 per cent of sales. If a coordi- 
nated sales agency wished to establish a nationally 
recognized and accepted brand, it would undoubt- 
edly need to advertise. 


16A.4 Finishing 1957’s Food-Chemicals  Fracas. 
Chemical Week, August 17, 1957, pp- 21, 22, 
23. [w.c.] 

Congress last week completed its 1957 study of 
proposed new controls of chemical food additives. 
In the course of the hearings it became plain that 
far more stringent broad-range legislation will be 
enacted with a powerful effect on an over $160 mil- 


EstiMAtepD Use OF PLAstTics IN CONSTRUCTION INDUSTRY 
(MILLION PouNbs) 


lion a year chemical food additive business, broken 
down in 1956 as follows: 


Million Dollars 


Phosphate and Acidulants....... 40 
Nutritional Supplements......... 12 
2 
Thickeners and Emulsifiers....... 38 
Flavoring Agents............... 41 
Spoilage Protectants............ 11 
13 


16B.1 Building Codes Stymie 
Chemical Week, August 
98, 100. [w.c.] 


More Plastics Use. 
7+ 1957- Pp 95, 96, 


U. §S. plastic marketers aren’t too exuberant 
about the 1957 expected record consumption of 
about 540 million pounds of plastics by the con- 
struction industry, because it represents a disap- 
pointing increase of less than six per cent over 
1956. 

Part of the cause of the small gain is the result 
of a general slack in the building business. Other 
reasons holding back plastics use are: (1) many still 
consider plastics only “substitutes” for orthodox 
materials; (2) obsolete building codes; (3) unaware- 
ness of engineers and designers of properties and 
uses of plastics; (4) poor communication of pro- 
ducers with users. 

The potential building market for plastics by 
1966 may be $2 billion—in 1957, roughly that much 
worth of plastics was sold for all purposes. Whether 
this goal is achieved depends on overcoming pres- 
ent difficulties. 

Comparative 1956 and 1957 estimated plastics use 
by the construction industry is: 


Vinyl and Polyethylene in Wire Coating... 


Polyethvlene, Phenolics, Styrene, in Moisture Barriers and Insulators................ 41 49 
Phenolics and Melamines in Laminates for Table 30 33 
Phenolic and Styrene Wiring 9 9 


Bath and Fixtures,...... 
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16B.2 New Technology Clamors for Industrial 
Gases. T. Peter Forbath, Chemical Engineer- 
ing, August, 1957, pp. 206, 208, 210. [w.c.] 


Technological developments have rapidly boosted 
industrial gas use to new highs in 1956: 


Gas 


xX 
High Purity Oxygen..... 
Nitrogen (Non-Fertilizer) 
Argon.... 

Helium..... 

Hydrogen. 


This includes only production for sale, not for 
captive or government use. Uses of these gases are: 

Oxygen: missile propellants, enrichment of air 
streams to steel furnaces, chemical oxidation to 
yield ethylene oxide, acetylene, acrylonitrile. 
; Nitrogen: blanketing agent in processing and 
packaging, refrigerant for biologicals and dry cell 
batteries. 

Argon: inert fill for electronic tubes; blanketing 
agent for zirconium, titanium and tungsten metal- 
lurgy, shielded-arc welding. 

Helium: blanketing agent for shielded-arc weld- 
ing, titanium and zirconium manufacture, growing 
germanium crystals for transistors. 

Hydrogen: processing petroleum to help get high 
octane fuels, chemical metallurgy of nickel and co- 
balt. 


16B.3 Flavor, Odor Awareness Spur Sales. Chemical 
& Engineering News, July 23, 1957, pp- 86, 87. 
[w.c.] 


Perfume and flavoring materials used in every- 
thing from luxurious cosmetics to dog food 
reached a new production high of 44 million 
pounds in 1956, four per cent over 1955. But unit 
value declined from $1.47 to $1.36 per pound from 
1955 to 1956. 

The largest item is 18 million pounds in 1956 
of the flavor enhancer monosodium glutamate, 
twice the 1950 output. One company produces 
about 75 per cent of U. S. consumption from beet 
sugar processing byproducts. 

Second largest item is 314 million pounds in 
1946 of methyl salicylate or synthetic wintergreen 
oil, 13 per cent over 1955. This low cost flavor is 
used in mint candies, root beer, pharmaceuticals, 
to a lesser extent as an odorant for space sprays, 
linaments, etc. 


16B.4 Second Half Should Beat the First. Chemical 
& Engineering News, July 22, 1957, pp. 12-14. 

[w.c.] 
Chemical marketers in the second semiannual 
survey of expectations conducted by the American 


1956 Production 


Chemical Society Division of Chemical Marketing 
& Economics predict continuing gains in output 
during the remainder of the year (cf. report on 
first survey C. & E. N. April 1, 1957, p. 12). 

Some of the opinions expressed: Viscose and ace- 
tate rayon will recover from the pre-1957 slump. 


Per Cent 
Over 1955 


Per Cent 
Over 1951 


32 Billion Cubic Feet 8 57 
5.3 Billion Cubic Feet 43 145 
325 Million Cubic Feet 50 
244 Million Cubic Feet 
38 Billion Cubic Feet 


260 
11 120 
5 43 


Synthetic detergents will continue their sales 
growth, but less rapidly than in the past. Butyl 
rubber, despite a drop in production every year 
since 1953, is expected to increase over ten per cent 
in the second half of 1957 as compared to the sec- 
ond half of 1956. Polyethylene production in 1957 
is expected to go up very substantially. Sulfa drugs 
are expected to go up substantially but 1957 pro- 
duction value is only expected to be a little over 
half the all time peak year of 1943. 


16B.5 Chemico-electronics Scramble Gets Hotter. 
Chemical Week, July 27, 1957, pp. 34, 35, 38. 
[w.c.] 

New electronic industry developments spell out 
an anticipation of a near-fantastic growth in use of 
semi-conductor high purity materials for the manu- 
facture of transistors, rectifiers, and diodes. 

Transistor sales in the first five months of 1957 
were g million units worth over $25 million as 
compared to 3.6 million units worth about $10 
million in the corresponding 1956 period. Still 
transistors represent only 5 per cent of vacuum 
tube sales whose function they often more advan- 
tageously perform. 

One important chemical material required for 
certain types of transistors is high-purity silicon. 
Use in 1957 will be about 20,000 pounds (at over 
$250 per pound). By 1962 demand may be 100,000 
pounds a year. 

With this rapid growth, many new producers 
are entering the field, and supply is expected to 
be more than sufficient to meet demand. 


16C. MARKETING OF SPECIFIC GOODS AND 
SERVICES: MANUFACTURED CONSUM- 
ERS’ GOODS 


16C.1 Food Consumption of Households in the 
U. S., Northeast, North Central, South and 
West. Survey Reports 1-5, Marguerite G. 
Burke, U. S. Department of Agriculture, De- 
cember, 1956. [J.K.s.] 


In April-June 1955, a sample of about 6,000 
households in 42 states was used to obtain current 
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information on patterns of food consumption, ex- 
penditures, and dietary levels. The survey and basic 
tabulations, a joint project of the Agricultural Re- 
search Service and the Agricultural Marketing Serv- 
ice, were made by National Analysts, Inc., under 
contract. ARS provided leadership on technical de- 
velopment and liaison with the contractor. 

The series of reports with basic statistics from 
the survey are being issued jointly. (Single copies 
may be obtained from the Office of Information, 
U. S. Department of Agriculture.) The AMS staff 
is now directing its efforts toward description and 
analysis of marketing aspects of the data. The ARS 
staff is concentrating on dietary levels and house- 
hold food practices revealed by basic data and 
further tabulations for their research on 
hold economics. 

A current list of descriptive and analytical arti- 
cles and speeches based on the survey reports, as 
well as announcements of publication of the re- 
ports, is published in each issue of the National 
Food Situation. That quarterly periodical, which 
may be obtained from the Marketing Information 
Division of the Agricultural Marketing Service, 
U. S. Department of Agriculture, Washington 25, 
D. C., also carries series of articles describing food 
consumption in each region and each urbaniza- 
tion category, and for each commodity group. 


house- 


16C.2 1955 Survey—Frozen Food Locker Plants. 
Utilization Research Report 1, P. C. Wilkins, 
L. B. Mann, and B. D. Miner, Farmer Coop- 
erative Service, U.S. Department of Agricul- 
ture, May, 1957. [J-K.S.] 


Frozen food lockers have proved one of the major 
keys to better food storage and better eating in the 
past two decades, particularly in smaller rural 
communities. Locker plants are especially valuable 
in processing, storing, and merchandising local 
foods. 

Latest figures show that about one family out 
of every eight in the United States was getting 
some of its basic food needs through a frozen food 
locker plant. On January 1, 1955, some 10,550 of 
these plants were serving about 5 million patrons. 
More than 3 million of these patrons rented lock- 
ers at these plants. Other plant patrons were nearly 
2 million home freezer families who hired the 
locker plant to process and freeze the food for 
home storage. 

Indications are that future expansion in the 
frozen food locker industry will be in the field of 
processing and merchandising. While renting of 
lockers will continue as an important phase of the 
business, revenue from this service will probably 
decline in relative importance. 

All told, during 1954 locker plants processed 
about 1.6 billion pounds of food—that is, they 
slaughtered livestock; they chilled, cut, ground, 
wrapped, froze, or cured meat; and they quick 


froze fruits and vegetables into consumer size 


packages for their patrons. They also dressed, 
eviscerated, wrapped and froze poultry. 

The large and rapidly expanding zero storage 
space in locker plants and in home freezers under 
the control of the consumer is changing buying 
and eating habits. Instead of purchasing in small 
quantities many housewives now buy perishable 
foods in wholesale quantities during periods of 
heavy marketings. 

The report provides a broad view of the frozen 
food locker industry. It describes the industry in 
terms of location, size, services, rates, patronage, 
and volume and draws comparisons with informa- 
tion secured in earlier surveys. 


16C.3 Electronic Detection of Bloodspots in Eggs. 
J. A. Hamann, Agriculture Marketing Serv- 
ice, U. S. Department of Agriculture, pp. 8-9, 
June, 1957. [J-K-s.] 


Commercial tests of a USDA-developed electronic 
blood spot detector indicate that it is more accurate 
than human candling. Capable of scanning up to 
7,200 eggs per hour, the detector makes use of a 
light source coupled with an electronic device that 
is sensitive to the color of blood. When the light 
encounters blood, a tripping device automatically 
diverts the egg. 

On a commercial grading line it increased grad- 
ing line production about half a case per hour 
within certain quality limits. USDA graders re- 
checked for blood spots behind the candlers and 
the electronic detector. More than eggs 
that had moved through the detector were re- 
checked. Rejecting blood spot eggs at a rate of 2.2 
per cent, the detector missed 0.38 blood spots per 
thousand. When the licensed graders rechecked 
eggs coming through the line without the detector, 
they found the candlers had rejected blood spot 
eggs at the rate of 0.02 per cent, but had missed 
3.9 blood spot eggs per thousand. This means the 
electronic detector decreased the error in blood spot 
detection by some go per cent, under test conditions 
involving high quality white eggs. 


21,000 


16C.4 Men’s Ownership of Selected Clothing Items 
and Their Fiber Preferences. AMS-181, Mil- 
ton Jacobs and Daniel Levine, U. S$. Depart- 
ment of Agriculture, April, 1957. [J-K.s.] 


Preliminary results from this national study 
based on 2,379 personal interviews with men 16 
years of age and over indicate that cotton leads in 
men’s summer wear. Considered a_ representative 
sample of all men in the country, this group said 
they owned more summer sport shirts, business 
dress shirts and summer slacks made of cotton than 
of any other fiber. The reason most men preferred 
cotton for their summer clothes was simply because 
“it’s cool.” Some mentioned that it was “light- 
weight or thin.” A good many like the way cotton 
launders, pointing out that it “washes well” or is 
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“easily laundered.” Durability and wearing quali- 
ties as well as general appearance were also men- 
tioned. 

This summary presents selected findings of im- 
mediate interest and use to those concerned with 
men’s apparel. Items included are sport shirts, 
business dress shirts, summer slacks or separate 
trousers, summer suits, summer sport coats, swim- 
ming trunks and walking or Bermuda shorts. In 
addition to these items of men’s apparel, the full 
study includes sport coats or jackets worn during 
seasons other than summer, pajamas, bathrobes or 
lounging robes and socks. Information on all of the 
items will be included in the final report. 

Copies of this preliminary summary are avail 
able upon request from the U. S. Department of 
Agriculture, Washington 25, D. C. 


16C.5 Ready Mixes Sweeten Dry Flavor Sales. 
Chemical Week, August 3, 1957, pp. 78, 80. 
[w.c.] 

Already prime contributors to the success of cake 
and pudding mixes, spray-dried flavors are key in- 
gredients of a new tableted carbonated drink con- 
centrate. 

Spray-dried flavors were introduced about ten 
years ago, and have over five per cent of the $60 
million a year flavors and perfumes market. 

The principal use is in packaged cake mixed 
about 4 ounces dry flavor to 100 pounds cake mix. 
These mixes sell at about 600 million packages a 
year as compared to 360 million in 1954, and 33 
million in 1947. A twenty per cent increase in a 
few years is predicted. 

Powdered soft drinks are a $30 million a year 
consumer field using 12 ounces dry flavor to 100 
pounds powder. The latest variety is carbonated. 
Getting the right formula to combine fizz and 
flavor is not easy. 

Other increasing uses of dry flavors are in phar- 
maceutical compounding, confectionary, gelatins, 
pudding, powders, powdered icings, etc. 

The future tor these concentrated flavors looks 
good as long as the housewife continues to favor 
speedily prepared foods. 


16C.6 Perspective on Consumer Durables. N./.C.B. 
Business Record, July, 1957, pp. 322-324 ff. 
[J-M.R.] 


This interesting analysis attempts to account for 
the wide fluctuations in consumer durables (ex- 
cluding automobiles) production in the face of a 
stable level of consumer expenditure. The study 
considers and discards (with factual evidence) the 
following factors: rate of new home construction, 
extension of installment credit, price movement. 
Actually, the trouble seems to lie with rather 
abrupt turns in consumer demand for various con- 
sumer durables along with the fact that “no one 
knows when the consumer is about to initiate one 
of these shifts in preference.” 


The result is a rapid pile-up of stocks through- 
out the pipeline. Unfortunately, the signals do not 
work back to production promptly. The net effect, 
then, is an accentuation at the production end of 
the pipeline of shifts at the consumption end. Con- 
current opposite movements of production and 
consumer sales indices are shown clearly in this 
analysis. 


16C.7 Soap, Detergents, Paint, Varnishes; Market- 
ing Techniques in the United States, Project 
No. 299. (Washington, D. C.: Organization 
for European Economic Cooperation) April, 
1957, 99 [K.A.6.] 

This is a capsule review by the representatives 
of seven European counties of what it is that makes 
U. S. manufacturers successful. Their observations 
are not limited to the organizations named and 
should be of general interest to teachers and to 
those interested in selling in Europe. 

This volume also presents a useful quantitative 
synopsis of the structure of these industries in 
Europe with diagrams of “distribution circuits” in 
various countries. 


18. PRICES AND PRICE POLICIES 


18.1 Do Retail Prices Follow Wholesale Prices? 
W.1.C.B. Business Record, June, 1957, pp- 
269-276. [J.M.R.] 


Over the long term, wholesale and retail prices 
move in roughly parallel paths. A comparison of 
BLS monthly indices of wholesale and retail prices 
over the past thirty years shows this to be true 
especially for the 1926-1949 period. For the more 
recent period, cyclical movements have shown 
slightly less similarity. 

However, short term changes in the two price 
indices diverged considerably. Conference Board 
analysts compared BLS figures for the preceding 
ninety-nine monthly periods with the following 
results: 


a. The wholesale price index advanced forty- 
eight times, dropped back forty-seven times, and 
remained unchanged four times. 

b. Retail prices increased sixty-four times, de- 
clined twenty-eight times, and remained unchanged 
seven times. 

c. Coinsiding movements occurred in fifty-one 
months and opposite movements in forty-eight. 

d. Assuming a time lag of three months between 
wholesale and retail price movements, only forty- 
four changes occurred in the same direction. 


Some of the reasons given for short run varia- 
tions are: 


a. The two indices do not measure identical 
things or cover identical groups of things. 

b. The wholesale index includes commodities 
only, whereas the retail index includes services such 
as rent, telephones, etc. 
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c. There are varying time periods which elapse 
before price changes are passed on from the raw 
material stage to the retail level. 

d. Differences in distribution costs will also pro- 
duce divergence. 

e. Individual commodities carry varying weights 
in the construction of the two indices. 

f. The competitive situation and changes in 
productivity may significantly affect the degree to 
which retail prices reflect wholesale prices. 

g. The existence of inventories, a desire to main- 
tain relative retail price stability, varying channels 
of distribution may also act upon extent to which 
cost changes are passed on. 

h. On the buyer's side, consumer tastes, income, 
and expectations help to determine whether whole- 
sale prices changes are reflected at retail. 


18.2 Flour Pricing and the Miller’s Margin. Joyce 
M. Bellamy, The Journal of Industrial Eco- 
nomics, July, 1957, pp- 202-219. [S.C.H.] 

This description of flour pricing in the United 
Kingdom is interesting as an example of pricing in 
a highly cartelized industry. The millers’ associa- 
tions publish “recommended” prices, based (appar- 
ently) upon an honest effort to estimate forthcom- 
ing supplies and costs. The great bulk of British 
millers observe these prices in negotiating contracts 
with bakers and other outlets. 

However, over the past four years flour prices 
and millers’ margins apparently have risen, due to 
overestimates of cost increases. Moreover millers’ 
prices rose particularly when foreign competition 
was curtailed, due to transport difficulties and to 
agreements with a leading buyer. 


18.3 Crude Oil Prices in the United States at the 
Gulf Coast. Wayne A. Leeman, The journal 
of Industrial Economics, July, 1957; PP- 180- 
191. [S.C.H.] 

The long run stability of crude oil prices has led 
many economists to believe that these prices are 
administered or controlled prices. An examination 
of pricing on the Gulf Coast (the leading area) 
convinces the author that while oligopoly is pres- 
ent, and state control of production fosters price 
stability, other factors work to create a result closer 
to the competitive equilibrium than would be 
expected. One is the matter of rivalry between pro- 
ducing states, another is the ease of entry since any 
developer can demand a quota, and third is the 
availability of imports. 


20. RESEARCH AND RESEARCH TECHNIQUES 


20.1 Sampling in a Nutshell. Morris James Slonim, 
Journal of the American Statistical Associa- 

tion, June, 1957, pp- 143-161. [E.J-K.] 
This article was first published as a series of 
eight short installments in the United States Air Force 
Statistical Services Technical Letter. The objective 


of the series was to provide in brief compass a gen- 
eral survey of current sampling procedures, The 
series described the meaning of sampling, its poten- 
tialities, the principal types of sample design and 
their differences, the use of varied types of estimat- 
ing procedures to improve sample estimates, and 
precautions to be observed in sample selection and 
data gathering. 

The treatment of the subject is elementary, brief, 
and characterized by the light approach. The series 
has been well received by statistical neophytes and 
sophisticates. It has been printed in pamphlet form 
by the Air Force. Readers of the THE JOURNAL OF 
MARKETING may find the article helpful in ex- 
plaining the subject of sampling to others in their 
organizations or Classes. 

Two other articles on sampling which were not 
aimed at statisticians in the field of sampling have 
appeared in the Journal of the American Statistical 
Association. These were the papers on “Principles 
of Sampling” by Cochran, Mosteller, and Turkey 
(March, 1954) and “The Applications of Sampling 
Procedures to Business Operations” by Howard L. 
Jones (September, 1955). The first article was 
intended for social scientists and the second di- 
rected primarily at telephone company personnel. 
These two articles, plus the Slonim article, can be 
of considerable use to statisticians and market 
researchers who have to explain sampling funda- 
mentals to others. 


20.2 Limitations of the Scientific Method in Man- 
agement Science. Ernest H. Weinwurm, Man- 
agement Science, April, 1957, pp. 225-233. 


[W.L.] 


“It is the purpose of this paper to examine the 
problem of the universal applicability of the scien- 
tific method with a view of the peculiar conditions 
of management.” Essentially the article is con- 
cerned with a few fundamental trends and 
characteristic examples in the development of man- 
agement science. The application of quantitative 
methods and mathematic models, the use of the 
concepts of probability and randomness, and the 
minimization or neglect of human factors in 
scientific decision making are discussed as problems 
of applying the scientific method to management. 


20.3 Dim Promotion Prospects Gnaw at Morale. 
Chemical Week, June 29, 1957, pp- 48, 49, 50. 
[w.c.] 

Serious morale problems may be fermenting in 
many chemical company’s market research depart- 
ments. The top problem of market analysts is ap- 
parently their limited opportunity for promotion 
according to a recent survey. Analysts earn 27 per- 
cent less than their managers (cf. Chemical Week, 
April 27, 1957, p. 68) but their average age of 3814 
years is only one less than managers. Other com- 
parisons are: 
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Analysts Managers 


Master’s Degrees 48% 53% 
Doctor’s Degrees 15% 11% 
MBA Degrees 20% 11% 
Chemical Industry Experience 141% yrs. 12 yrs. 
Development Experience 1 % yrs. 3 yrs. 
Average Salary per vear $9,980 $13,691 
Outside Visits per year 125 132 
Miles Travelled per year 15,800 18,800 


20.4 Assignment Problems and the Location of Eco- 
nomic Activities. Tjalling C. Koopmans and 
cg Beckman, Econometrica, January, 

957» Pp- 53-79. [E.J-K.] 

The authors discuss two problems in the alloca- 
tion of indivisible resources. Both problems can be 
interpreted as problems of assigning plants to 
locations. Apparently the price system fails as a 
means of sustaining an optimal location assignment. 
The first problem, which ignores the cost of trans- 
portation between plants, is found to be a linear 
programming problem. Associated with this prob- 
lem is a system of rents that sustains an optimal 
assignment. But the recognition of cost of inter- 
plant transportation in the second problem intro- 
duces unresolved complications which make difh- 
cult the establishment of meaningful relationships 
between location rents and transportation costs. A 
list of twenty references is included. 


20.5 Bibliography on Linear Programming. F. Vir- 
ginia Roble, Operations Research, February, 
1957, Pp- 45-62. [W.t.] 
Presents a 266 item bibliography covering various 
aspects of linear programming. 


20.6 Twelve Years of Unconscious Leyel Testing of 
Marketing Tools. Louis Cheskin, Advanced 
Management, May, 1957, pp- 9-14. [J-M-R.] 


One of the most significant developments in un- 
conscious level testing has been the creation of 
optical instruments that measure involuntary reac- 
tions to three aspects of a package: visibility from 
the shelf, readibility of the brand and product 
names, and eye movement. Another recent develop- 
ment is the use of accumulated data on color and 
imagery; it is no longer necessary to conduct ex- 
tensive tests since the evidence of twenty years of 
study and experiment is available. A third advance 
is the formulation of association-type tests that may 
be conducted on the unconscious level. Finally, 
there is the indirect preference test which is de- 
signed to disclose sensation eemenenmens from the 
package to the product. 

Mr. Cheskin believes that neigie reveal their 
preferences and attitudes in spontaneous expres- 
sions and in unconscious reactions. He believes that 
neither quantitative nor qualitative research are 
sufficiently reliable. He feels a combination of asso- 


ciation tests and indirect preference tests are the 
best for determining consumer reactions to a 
package. 


20.7 Subscriber vs. Non-Subscriber Method for 
Studying Effects. James E. Brinton, Journal- 
ism Quarterly, Winter, 1957, pp- 92-93. [W.L.] 


In studying the effects of communications, 
material is often presented to one group and with- 
held from the other and the groups are measured 
before and after communication. Such experimental 
designs have numerous limitations. Recent work at 
Stanford University indicates that some of these 
limitations may be overcome and the essential 
qualities of the experimental design may be 
preserved by researching subscriber and non-sub- 
scriber groups of a given medium. 

With the cooperation of a newspaper it is pos- 
sible to print much material on a given subject. 
The logical assumption is that subscribers will be 
exposed to a larger amount of material than non- 
subscribers. To study increases in the information 
levels and attitude changes, the groups are studied 
before and after the printings. 

Results with the technique seem to indicate that: 


(1) Subscribers score significantly higher on in- 
formation tests about the subject. 

(2) Subscribers more often designate the news- 
paper as their source of subject information. 

(3) Intensity of attitude toward the subject is 
higher among subscribers. 

(4) Where the subject matter is of a nature that 
requires community action, subscribers seem to 
desire such action. 


“With further refinement the technique should 
offer a workable plan for determining the nature 
and degree of attitude formation and change in 
real audiences of media.” 


20.8 Operations Research—A New Science? Malcolm 
W. Hoag, The Journal of Business, July, 1957, 
pp- 162-171. [S.c.H.] 


Defining operations research as an analytical 
technique emphasizing mathematical models, Hoag 
discusses several problems implicit in its use. One 
is the criterion problem, since the model usually in- 
volves optimization or maximization in terms of some 
selected criterion. If the criterion does not coincide 
with the client’s true needs, the results may be 
worthless or harmful. A somewhat related value 
problem concerns the extent to which the re- 
searcher should make recommendations which help 
his immediate client, but which are sub-optimal 
to society or some component of it. Study design 
also involves judgment problems in avoiding exces- 
sive study of «ll conceivable alternatives, yet also 
avoiding undue restriction. Finally there is the 
problem of feeding valid data into the model. Hoag 
feels that some researchers will justify poor data 
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on one variable or a poor assumption, on the 
grounds that “it doesn’t materially affect the final 
result,” without adequate attention to cumulative 
errors resulting from many such assumptions in the 
model. 


21. RETAILING 


21.1 The Doubtful Logic of Layout. Super Market 
Merchandising, June, 1957, pp- 52-78. [W.L.] 


Marketers interested in the problems of layouts, 
or specifically in the layout of supermarkets will 
find this article to be of technical and general 
interest. The article is organized around six major 
topics: the problems, the lady and the layout, lay- 
outs—hopeful and helpful, a free design for 
pleasant shopping, plan for a super supermarket, 
grocery bays—a novel layout dimension. 


21.2 Patterns of Business Growth and Survival in a 
Medium-Sized Community. Sidney Goldstein 
and Kurt Mayer, The Journal of Economic 
History, June, 1957, pp. 193-206. [E.J.K.] 


Since 1951 an interdisciplinary research seminar 
at the University of Pennsylvania has been study- 
ing the population, social structure, and economy 
of Norristown, Pennsylvania. A variety of investiga- 
tions have been under the central theme of tech- 
nological change and social adjustment to discover 
the impacts of industrialization and urbanization 
in the Norristown community. One such study, 
using city directories as the data source, attempted 
to reconstruct the industrial and business structure 
of the community and the changes that have oc- 
curred since 1900. Much interesting information 
was accumulated and analyzed about the number 
and type of businesses entering and leaving the 
Norristown economy and on the survival patterns 
of different classes of business over an extended 
time period. 

The findings on business mortality were similar 
to those of other studies. One of every three new 
enterprises did not survive for three years, and 
only one lasted more than ten years. No con- 
sistent differences appeared among the various 
fields of business activity with regard either to 
length of survival or turnover rates. 

On the other hand the Norristown data seerms to 
suggest a close connection on the local level be- 
tween the development of human and_ business 
populations. It was found that the stabilization of 
the Norristown population reflected itself in in- 
creased stability in the growth and composition of 
the business structure. The patterns of survival in 
Norristown exhibit greater longevity than do other 
local studies, and increasingly so in recent decades, 
when business turnover declined as the population 
of the city became more stable. 

A hypothesis is suggested that continued in- 
creases in population on the local level stimulate a 
too rapid growth of business enterprises. Because 


some excess businesses cannot be supported, the 
rate of new business mortality is very high and the 
average length of business longevity lowered. The 
economic atmosphere generated by a stable popula- 
tion results in the number of new enterprise forma- 
tions conforming more closely to the number sup- 
portable by the stable population. This suggests 
the importance of evaluating the economic and 
demographic development of a city 

sidering business mortality and turnover. 


when con- 


21.3 Let’s Look at the Facts. Curt Kornblau, Super 
Market Merchandising, May, 1957, pp. 63-68. 
[w.L.] 


Curt Kornblau, director of research for Super 
Market Institute reports the preliminary findings 
of the ninth annual report by members of S.M.I. 
These findings are based on the first 280 companies 
that returned their questionnaires. The survey 
refers to 1956 and represents a total of 2,953 stores 
with a sales volume of $4,088,000,000. Among the 
main findings are: 

1. An average sales gain of 18 per cent over 1955. 

2. An average sales gain of 5 per cent in those 
stores which were open throughout both 1955 
and 1956. 

3. One out of every six supermarkets operated 
by S.M.I. members (17 per cent) was added in 
1956, and 7 per cent of the established stores 
underwent major remodeling. 

4- While 44 per cent of the member operators 

expanded; purchases or mergers accounted for 

a larger portion of the expansion—22 per cent. 
. Members have definite plans for opening 23 

new markets for every 100 operating in Janu- 

ary, 1957. 

6. Store operating expenses rose at a faster rate 
than sales. 

. Net profit ratios (after taxes)—44 per cent re- 
ported a lower net, 39 per.cent a higher net, 

and 17 per cent no change over 1955. 


The report also includes information on operat- 
ing ratios, trading stamps, self-service frozen foods, 
non-foods, productivity and sales ratios, incentives, 
and overall store management. 


21.4 Supermarkets Face the Future. William Apple- 
baum and David Carson, Harvard Business 
Review, March-April, 1957, pp. 127-135- 
[J-M.R.] 


After reviewing the emergence of the super- 
market as the significant food distributor today, 
the authors draw upon statistics and business 
judgment to .make certain predictions covering 
roughly the next decade. Some of their more note- 
worthy estimations concerning the immediate 
future of supermarkets are as follows: 


a. Pace of expansion is to continue until 1960 
and then slacken off. 
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b. Competitive pressure is to become stronger. 

c. Major expansion of lines will be in processed 
“convenience” foods that require a minimum of 
home time and effort. 

d. Supermarket operators expect an increase in 
private brands. 

e. Less “selling” and more merchandising will 
be evident in retailer-wholesaler-supplier relations. 

f. Although newspapers will continue to be the 
principal promotional medium, large chains will 
makt“greater use of television and national publi- 
cations. 

g. Overall size is likely to stabilize in the range 
of 20,000 to 30,000 square feet. 

h. Store designs will come in for rigid scrutiny. 

i. Personnel problems will gain increasing atten- 
tion: executive recruitment and development; gen- 
eral administrators to supercede specialists at all 
levels. 

j. Some increase in margins and expenses is 
anticipated. 


On balance, the authors see no major break- 
through in food distribution similar to the 
emergence of the chains or to the mass merchan- 
dising techniques of the supermarkets; yet they 
warn that merely moving with the tide will not be 
adequate in view of the trends they visualize. 


21.5 Premium Preferences of Retailers. Super Mar- 
ket Merchandising, July, 1957, p. 107. [W.L.] 


This article is a brief report on some of the 
results of a detailed market study of premium use 
in 1955 just released by the Premium Advertising 
Association of America. 

“Straight giveaways top the list of premiums 
offered by store retailers.” Trading stamps rank 
second—41 per cent of the retailers used them as 
customer incentives. 51 per cent of the retailers re- 
ported that they intended to increase the amount 
of stamps given to customers while only 24 per cent 
planned to use more giveaways. 

Premiums were reported to be an effective draw- 
ing card for new customers and a means of keeping 
present customers loyal. More than 54 per cent of 
the respondents stated that premiums increase 
average size of purchases. Of the retailers surveyed 
who use premiums, 14 per cent spend over $100,000 
per year on them, 35 per cent spend between $10,- 
000 and $100,000 and 51 per cent spend up to 
$10,000. 


21.6 Soldiers Eating Irradiated Meals. Super Mar- 
ket Merchandising, July, 1957, p. 106. [W.L.] 


“Irradiated foods are closer than you think... 
United States troops will begin swallowing gam- 
marayed foods in the coming year.” All sorts of 
food from bacon to berries will be sterilized and 
pasteurized by an atomic process. While atomically 
treated food is harmless it is going to be hard to 
convince the consumer of this fact. Since irradia- 


tion has suffered a barrage of adverse criticism 
from both scientists and layman a strong educa- 
tional program will have to be aimed at the 
general public. 


21.7 For More Potency . . . Big Chains Decentral- 
ize. Super Market Merchandising, July, 1957, 
59-64. [W.L.] 

Several food chains are redesigning management 
methods so that every branch or division can func- 
tion almost as a separate chain. The objective is to 
split the “monarchy” up into a “republic” of self- 
contained, free-wheeling divisions, each able to 
pursue policies designed to fit' operating conditions 
of its area. The article discusses the reorganization 
plans of Safeway, Kroger, Colonial, and Grand 
Union, which led to increased profits, and explains 
what each company did and why. 


21.8 Characteristics of Retail Trade Employment. 
Jules Backman, Journal of Retailing, Summer, 
1957, PP- 79°92. [S-C.H.] 


The fourth in a series of articles by Dr. Backman. 
Among the characteristics of retail employment 
noted is high cyclical stability of full-time per- 
manent employment, largely due to relative sta- 
bility in sales volume but partly due to the 
existence of a buffer or cushion in the more-easily 
adjusted part-time and seasonable staffs. Retailing 
uses higher proportions of women and young 
people (many of whom are not available for full- 
time work) than most other industries. Educational 
requirements are not high and the degree of 
unionization is low. 


21.9 Leasing Space in a Planned Shopping Center. 
Robert L. Smith, Journal of Retailing, Sum- 
mer, 1957, pp- 63-68. [s.c.4.] 


This case study of four branch stores operated by 
one hardware retailer in four suburban shopping 
centers leads to some generalizations of interest 
to all small retailers considering entering a shop- 
ping center. Two of the branches proved success- 
ful, two did not. Management adopted similar 
policies and practices for all four branches, and 
external evidence indicated that the volume of 
center-traffic provided the key to success or failure. 
The volume of traffic in the center seemed to vary 
directly with the size of the center and also with 
the rate of growth in the supporting community. 
On the other hand, the existence of strong com- 
petitive shopping centers affected traffic adversely. 


21.10 How Vulnerable Are Supermarkets to Reces- 
sion? Dwight Gentry, Journal of Retailing, 
Summer, 1957, pp. 57-60. [S.c.H.] 


Low percentage margins, high ratios of fixed 
costs to net profits, considerable volume in food 
and non-food luxuries and impulse items suggest 


| 
4 
ig 
‘ 
i 


330 THE JOURNAL OF MARKETING 


January 1958 


that many supermarket operations could be hurt by 
any sizable reduction in consumer purchasing 
power. 


23. SALES MANAGEMENT (including Salesman- 
ship) 


23.1 Automobile Allowances for Salesmen. N./.C.B. 
Management Record, March, 1957, pp. 82-83. 
[J-M.R.] 


This annual survey by the National Industrial 
Conference Board covers automobile ownership 
plans, methods of reimbursement, and the expense 
items that are included. Seven cents is still the 
modal mileage rate paid to salesmen in the United 
States who drive their own automobiles. In Canada 
the figure is ten cents; the higher rate in the latter 
country is due presumably to higher gasoline costs 
and differences in territory coverage. Other sig- 
nificant findings: 


1. Salesmen-owned automobiles are used ex- 
clusively or in part by about 80 per cent of the 
reporting companies; 

2. Salesmen-owned automobiles cost more to 
operate, on the average, than do company-owned or 
company-leased automobiles; 

3. In addition to the basic allowance, most com- 
panies also pay for variable expenses such as tolls 
and parking. 


23.2 Spotlight Shifts to Nontechnical Salesmen. 
Chemical Week, August 10, 1957, pp. 54, 59, 
58. [Ww.c.] 


Non-technical salesmen have always been used by 
the chemical industry. But as technology expanded, 
companies hired more with chemical or engineer- 
ing training. Now the move is to greater use of 
non-technically trained men. 

Here are the reasons: (1) shortage of technical 
manpower; (2) disinterest of technical graduates in 
sales; (3) higher salaries in non-sales jobs initially; 
(4) unfamiliarity of technical people with sales 
careers. 


For the chemical company, hiring non-technical’ 


men for sales, there are important advantages: (1) 
the policy allows sales departments to be adequately 
staffed; (2) the pool from which selection can be 
made is greatly widened; (3) the non-technical 
salesman brings a different viewpoint to the staff. 


23.3 How Do You Handle Travel Expenses? Chemi- 
cal Week, August 17, 1957, pp. 69, 70, 72. 
[w.c.] 


A recent survey of 320 companies shows some in- 
teresting guideposts in sales cost budgeting. 

In 41 per cent of the companies, salesmen use 
personal cars exclusively. In another 33 per cent of 
companies, company cars must be used. In the rest, 
both approaches are used. 


About half the firms own the cars, the rest lease. 
Mileage allowances vary widely. About 51 per cent 
of the companies allow six to eight cents per mile. 
Only nine per cent permit charges over eight cents 
a mile. 

In 40 per cent of the companies, salesmen can 
use the company-owned vehicle for personal use, in 
the rest only for business. 


24. SALES AND ECONOMIC FORECASTS 


24.1 A Forecast in Retrospect. William Copulsky, 
Chemical and Engineering News, August 12, 
1957, p- 116. [w.c.] 


Five years ago the President’s Material Policy 
Commission's Report (“the Paley report”) contained 
a number of forecasts for the 1955 production of 
synthetic organic chemicals. Of forty-one such fore- 
casts analyzed, only about one-third came to within 
15 per cent of actual, and only two-thirds within 
30 per cent of actual. 

For slow-growing products, the forecasts generally 
tend to be too high, and for fast-growing products, 
the forecasts are too low generally. 


24.2 Two Important Problems in Sales Forecasting. 
James H. Lorie, The Journal of Business, 
July, 1957, pp. 172-179. [S.c.H.] 

The two problems are (1) combining statistical 
analysis with subjective judgment and (2) evaluat- 
ing economic forecasts. The first problem involves 
developing objective reconciliations between the 
intuitive insights of experienced businessmen and 
the more rigid, but not necessarily more satisfac- 
tory, techniques of the statisticians. 

Conventional methods of forecasting have serious 
limitations. Regression analysis involves danger- 
ous assumptions as to the linear relationship of the 
dependent to the independent variables, except for 
some residuals which are presumed normally and 
independently distributed about the same standard 
deviation, regardless of the values of the “inde- 
pendent” variables. Moreover, regression analysis 
merely changes the problem to one of forecasting 
the “independent” variables (Lorie does not discuss 
lagged variables). Salesmen’s forecasts benefit from 
close and continuous contact with the market (or 
at least some part of it) but are prepared by poorly 
trained analysts subject to considerable turnover, 
and surveys of consumer intentions are still rela- 
tively untested, expensive devices capable only of 
measuring direction of change. 

Two alternative techniques are then recom- 
mended for achieving objective reconciliation. The 
“filter technique” involves creation of a simple 
statistical model, testing it by projecting it back- 
wards, noting all deviations between actual sales 
and what the model would have projected, using 
executive insights to provide explanations for the 
deviations, assigning statistical values to the ex- 
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planations, revising the model and retesting it. The 
skeptic’s technique involves projection of trend 
lines for each product through statistical tech- 
niques, and the preparation of independent esti- 
mates by executive experts. If the experts’ estimates 
fall within two standard deviations of the statistical 
projection, they are accepted. Otherwise manage- 
ment has a problem for which no solution is 
presented here. 

Evaluation of economic forecasts is in a crude 
state compared to techniques developed in analyz- 
ing meteorological forecasts. Recommended steps 
include emphasis upon written, unambiguous fore- 
casts, without “weasel-words,” whose predictive 
scores can be measured; consideration of the rela- 
tive difficulty in preparing forecasts for different 
economic variables, and dollar measures of the 
success or failure of various predictors. 


26. STATISTICAL DATA _ (including Sources, 
Types, Revisions, and New Series) 


26.1 Dallas Southwest Map and Business Data Sheet 
for Dallas Southwest Area. (Dallas, Texas: 
Dallas Chamber of Commerce.) [J.£.s.] 


The Dallas Southwest map and accompanying 
data sheet give information by county for Texas, 
Louisiana, Oklahoma, Mississippi, Arkansas, New 
Mexico and Western Tennessee. For the 610 coun- 
ties covered by the map and revised data sheet, 
information is given on population, retail sales, 
wholesale sales, manufacturing employment, esti- 
mated effective total buying income, number of 
families, per family buying income and farm 
income. 

This information is summarized by states, and 
additional information on a _ statewide basis is 
shown covering value added by manufacturing, 
construction contract awards, bank deposits, life 
insurance in force, motor vehicle registrations and 
value of mineral production. The same information 
is broken into 100 mile radii circles from Dallas. 

The data have been gathered from U. 8S. Govern- 
ment Census information, Sales Management's 
“Survey of Buying Power,” State Motor Vehicle 
Departments, and other familiar sources, and is 
conveniently compiled on the data sheet for those 
concerned with this area. 


26.2 Errors of the Third Kind in Statistical Con- 
sulting. A. W. Kimball, Journal of the Ameri- 
can Statistical Association, June, 1957, pp. 
133-142. [E.J-K.] 

The thesis of the article is that inexperienced 
statisticians, including most of those fresh from 
the graduate schools, are not equipped, nor even 
aware of the existence of a third kind of error; the 
error committed by giving the right answer to the 
wrong problem. Examples of such errors are given. 
One implication for marketers is to always discuss 


the problem in complete perspective with the 
statistician for errors of the third kind are basically 
caused by inadequate communication between the 
consultant and the research worker. 


26.3 Standard Industrial Classification Manual. Re- 
vised Edition, GPO, Washington, D. C., July, 
1957- [K-A.G.] 


This important revision, based in part on much 
organized advice from industrial marketing men, 
represents a minor milestone in industrial market- 
ing research, important to most marketing men and 
research economists who use the U.S. Census of 
Manufactures or other Federal Government figures. 

For at least some readers it may not be redun- 
dant to add that while many significant improve- 
ments have been made, this system of classification 
is still far from foolproof. For reasons inherent in 
any currently practical method of accumulating 
Government figures, each user of these figures will 
be well advised to walk carefully and to draw his 
conclusions warily. The true division lines between 
most industries and between most industrial mar- 
kets are blurred at best. 


28. TEACHING OF MARKETING 


28.1 Retail Training and Certification—The British 
Experiment and American Analogies. Stanley 
C. Hollander, Journal of Retailing, Summer, 
1957, pp- 69-78. [S.c.H.] 

A description of a British program developed by 
the Ministry of Education and the City and Guilds 
of London Institute for the award of a “National 
Retail Distribution Certificate” testifying to the 
successful completion of certain educational quali- 
fications for retailing. The program is compared to 
some American certificates in such fields as finance, 
insurance, credit, real estate, banking, secretarial 
work, and jewelry distribution. 


29. THEORY OF MARKETING (including Com- 
petition) 


29.1 The Value Added Concept as a Measurement 
of Output. Theodore N. Beckman, Advanced 
Management, April, 1957, pp- 6-9. [J.M.R.] 


From the premise that management has to do 
with the most effective and economical use of all 
factors of production in the attainment of a desired 
output, Professor Beckman argues that current 
measures of output (production, shipments, sales, 
receipts, etc.) are inadequate, primarily because 
they involve duplication—that is, the costs of 
materials, parts, and supplies purchased from 
others. He believes that value added best measures 
the output of all segments of the economy. 

Although value added as reported by the Census 
of Manufacturers theoretically relates to the process 
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or function of manufacture, actually, it is an insti- 
tutional concept and covers all activities of the 
manufacturer, including distribution and market- 
ing. 

The author cites the following advantages deriv- 
ing from use of value added throughout the 
economy: 

a. It is the best reasonably available absolute 
measure of value created. 

b. It is the best reasonably available relative 
measure of value created. 

c. Helps place costs in their proper perspective; 
cost is a measure of input (of all factors of produc- 
tion); value added is a measure of output. 

d. Its use will result in improved public relations 
in that it would shift emphasis from costs and 
wastes to value added. 

Finally, Professor Beckman makes a strong argu- 
ment for the need to relate increased productivity 
(the ratio between output and input) to productive 
factors truly responsible rather than to direct labor 
alone as is conventional practice today. 


29.2 A Conceptual Model for Communicat »ns Re- 
search. Bruce H. Westley and Malcolm S. 
MacLean, Jr., Journalism Quarterly, Winter, 
1957, PP- 31-38. [W.L.] 


Those readers interested in the theory of face-to- 
face or mass communications should find this arti- 
cle to be thought provoking. The authors “attempt 
to develop a single communications model which 
may help to order existing findings” and to provide 
“a system of concepts which will evoke new and in- 
terrelated research directions.” 

A conceptual model of the communications 
process, designed to be sufficiently general to treat 
all kinds of human communication, is developed. 
The roles and processes needed in communications 
are isolated and defined. The principal elements in 
the model are: (1) advocacy roles (the communi- 
cators), (2) behavioral system roles (the receivers), 
(3) channel roles (agents in selecting and transmit- 
ting non-purposively the information the behav- 
ioral system roles require), (4) the objects and 
events communicated about, (5) the channels of 
communication, (6) the processes of encoding and 
decoding, and (7) feedback. 


32. WHOLESALING 


32.1 Storage in Motion . .. by the Numbers. Dis- 
tribution Age, June, 1957, pp. 58-60. [w.L.] 


This article describes the new Woolworth two- 
story distribution center, a 35,000 square foot 
Bronx warehouse. The latest physical distribution 
tools, including a punch-code identification system, 
a fleet of 21 lift trucks, a 2,100 foot-in-floor truck 
dragging conveyor, 750 floor and selector trucks, 
600 feet of power roller conveyor, 12 miles of pal- 


lets and platform racks, 19,000 pallets, an airtube 
system, and hydraulically operated dock level de- 
vices are used to speed merchandise to 800 retail 
stores located east of the Mississippi. The entire 
warehouse is laid out to duplicate the stock loca- 
tion plan followed by all Woolworth stores. 


32.2 Flexible Distribution via Public Warehousing. 
John H. Frederick, Distribution Age, July, 
1957, pp- 42 ff. [w.L.] 

Public warehousing may be the answer to the 
problem of establishing branch house facilities and 
still maintaining flexible low-cost warehouse op- 
erations, which is facing many companies. Before 
utilizing public warehousing facilities, however, 
management must consider the type of product, 
concentration of sales, factory production schedules, 
possible savings in distribution costs, financing 
needs and whether the company wishes to avoid 
rigidity in their system of distribution. 


32.3 Modern Distribution—Plain and Fancy. Law- 
rence M. Rogers, Distribution Age, July, 1957, 
32-34 ff. [w..] 

Describes in detail the new plant designed, and 
process adopted by Lambert-Hudnut Manufactur- 
ing Company, to develop a modern system of physi- 
cal distribution which integrates warehousing and 
automated order picking. 


33. UNCLASSIFIED 


33.1 Master’s Theses in the Marketing Field Com- 
pleted at the Following Universities and Col- 
leges, June 1955-September 1956. (Compiled 
by Robert H. Cole.) 


BUTLER UNIVERSITY 
Cooley, Oscar; The Costs of Selling on Open 
Credit; June, 1956. 


FLORIDA, UNIVERSITY OF 


Cory, Charles; Cooperative Marketing of Shrimp 
by Tampa Shrimp Producers Association; Au- 
gust, 1956. 


ILLINOIS, UNIVERSITY OF 


Clem, William T.; An Analysis of the Impact of 
Shopping Centers on Retailing; October, 1955. 
Davis, Glenn; Retailers’ Use of Television in the 

Midwest; September, 1956. 

Falconer, James M.; The Effectiveness of Selected 
Practices of Retail Feed Distribution in Illinois: 
September, 1955. 

Halcomb, William F.; Problems in Merchandising 

Non-Foods in Super-Markets; Summer, 1956. 
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Jacobson, Robert E.; Analysis of Economic Factors 
\ffecting Per Capita Consumption of Fluid Milk 
in New York City and Chicago, 1940-1955; Sep- 
tember, 1956. 

Manzara, Frederick A.; Marketing in Colonial 
America; October, 1955. 

Philip, John M.; An Analysis of Radio Listening 
and ‘Television Viewing Among Children in 
Champaign County, Illinois; August, 1955. 

Wheeler, Walter L.; The Economic Possibilities for 
the Utilization of Corncobs; July, 1955. 

Wiegand, Robert E.; A Study in the Evaluation of 

the Standard Oil (Indiana) Supervisor’s Training 

Program; August, 1956. 


IOWA, STATE UNIVERSITY OF 


Ainsworth, Harry; Marketing Concerts to Organ- 
ized Audiences; June, 1955. 

McHenry, Garth D.; Site Location Factors for 
Men’s and Boys’ Clothing Stores in Selected lowa 
Cities, 1950-1955; June, 1956. 

Volpp, Louis D.; The Changing Functions of the 
Grocery Wholesaler in Des Moines, Iowa, 1929- 

1954; August, 1956. 


IOWA STATE COLLEGE 


Hardcopf, Robert W.; Managerial Efficiency in Co- 
operative Elevators; 1956. 


KANSAS UNIVERSITY 


Rangnekar, S. S.; A Proposed Organization for 
Marketing Indian Leather Handicrafts in the 
United States; August, 1955. 


NEBRASKA, UNIVERSITY OF 

Hamer, Richard W.; Some Methods of Marketing: 
Accident and Sickness Insurance in Rural Areas; 
August, 1956. 

Thompson, Joe H.; The Influence of Marketing 
Policies on the Success of Edison Brothers Stores, 
Inc.; August, 1956. 

Warnick, G. Duane; Recent Developments in Ex- 
clusive Retail Agencies; August, 1956. 


NEW YORK, CITY COLLEGE OF 


Pariser, Alvin L.; Audience Research in the Mo- 
tion Picture Industry; June, 1956. 

Sacks, Allan G.; Readership of External House Or- 
gans Published by Major Truck Manufacturers; 
February, 1956. 

Simon, Arie; Analysis of Consumer Brand Survey 
Methods; February, 1956. 


NEW YORK UNIVERSITY 


Blewitt, Donald J.; Management's Use of Market 
Research in Reaching Decisions on New Indus- 


trial Products Developed Within the Company 

That Are Not Allied to the Present Time; June, 

1956. 

Bortle, James R.; Management Training for the 
Ph.D. in Industrial Scientific Research; June, 
1950. 

Comerford, Peter J.; Marketing Research Tech- 
niques in New Chemical Product Development; 
June, 1956. 

Duntley, Frank E.; The Effective Use of Marketing 
Research in Sales Planning; June, 1956. 

McDonald, Raymond G.; Market Research and Its 
Application in the Life Insurance Industry; June, 
1956. 

Newton, Frank; An Analysis of Current Methods in 
Sales Forecasting; June, 1956. 

Perna, Michele A.; Marketing Research for the In- 
troduction of New Industrial Products; June, 
1956. 

Tucker, Harold A.; A Comparison of Training 
Techniques Used in Market Research Inter- 
viewer Manuals; June, 1956. 

Weiss, Gerald; The Use of Marketing Research in 
the Introduction of New Products; June, 1956. 


NORTH CAROLINA STATE COLLEGE 


Habib, Fawzi; Some Factors Affecting Foreign De- 
mand for Egyptian Cotton; 1955. 


OHIO STATE UNIVERSITY, THE 

Arend, Robert G.; Trailer on Flat Car Service; 
1956. 

Eisenberg, Philip W.; A Critical Analysis of Auto- 
matic Merchandising of Milk Products; 1955. 
Klein, Leon R.; The Importance of Nonfoods in 

the Operation of a Supermarket; 1956 

Lanphere, Charles; The Development of Regional 
Shopping Centers; 1956. 

Miller, Morris E.; Bait Advertising in the New Au- 
tomobile Trade; 1956. 

Mundie, John D.; An Analysis, Including Estimates 
to 1960, of the Canadian Automobile Tire Mar- 
ket, with Special Reference to the Use of Nylon 
Tire Cord; 1955. 

Veale, John W.; Factors Which Influence Produce 
Prepackaging at the Various Distributive Levels; 
1956. 


OKLAHOMA UNIVERSITY 

Kraker, Eddie; A Comparative Analysis of the Mar- 
keting Activities of Three Typical Armed Serv- 
ices Exchanges in Oklahoma; 1955. 


PENNSYLVANIA, UNIVERSITY OF 


Acetta, John A.; Should the Federal Communica- 
tions Commission Approve the Commercial Use 
of Subscription Televisions?; June, 1956. 
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Attix, John M.; An Analysis of the Problems In- 
volved in Marketing of Sporting Fire-Arms; June, 
1956. 

Bartlett, James J.; The Present and Future Status 
of the Rack Jobber in the Distribution of Non- 
Food Items Through Super-markets; June, 1955. 

Bettlestone, Mary R.; Channels of Distribution for 
Synthetic Textiles; June, 1955. 

Bignami, Enrico; The Development of Market Re- 
search in Mexico; February, 1956. 

Brooker, Donald B.; Sequential Analysis and Its 
Application to Marketing Research; February, 
1956. 

Callahan, Peter J.; Can the Roaster Cope with the 
Soluble Coffee Trend?; June, 1956. 

Camins, Bernard W.; New Row House Sales Pro- 
motions in the City of Philadelphia; June, 1955. 

Childs, Richard L.; Self-Regulation in Advertising; 
June, 1956. 

Corsini, T. Vincent; An Evaluation of the Sales 
Management Function of an Automotive Agency 
—A Case Study; February, 1956. 

Costigan, Matthew E.; The Uses of Selected Testing 
Devices in Marketing; February, 1956. 

Crafts, Clifford; An Analysis of Certain Problems 
Encountered by the “X” Company in Marketing 
Charcoal Briquets in the Northeast U. S.; June, 
1956. 

Cramer, Wilson B.; What Are the Profit Opportu- 
nities of Operating a Small Milk Plant?; Febru- 
ary, 1956. 

Davey, Thomas E.; Can Class 1 Inter-City Common 
Motor Carriers of General Freight Use Selective 
Advertising as an Effective Selling Aid?; June, 
1956. 

Delanoy, George H.; Establishment and Imple- 
mentation of a Product-Elimination Policy-Man- 
ufactured Consumer Goods; February, 1956. 

DePledge, John F.; A Marketing Analysis of the 
National Hockey League and a Member Team; 
February, 1956. 

Dobrow, Mark I.; An Analysis of the Merchandis- 
ing Considerations of the Self-Service Package; 
June, 1955- 

DuBois, Loren A.; An Evaluation of the Contribu- 
tion of Some of the Techniques and Findings of 
Motivation Research to Advertising Planning; 
June, 1955.- 

Eacho, Robert L.; The Future Position of the Inde- 
pendent Urban Regular Wholesaler; June, 1955. 

Edgerton, Robert; Should Automobile “Bootleg- 
ging” Be Cured?; June, 1956. 

Fagan, Edward M.; Silverware Advertising for the 
Small Retailer; June, 1955. 

Gillespie, Richard; The Advantages and Limita- 
tions of Direct Terminal Distribution of Gaso- 
line to Retail Outlets; June, 1956. 

Goldman, Isaac; The Northern Urban Negro: A 
Unique Set of Consumption Motivation?; June, 


1956. 


Goldstein, Frederick; The Use of TV Advertising 
by Department Stores; June, 1956. 

Gorfinkle, David H.; Consideration in the Adop- 
tion and Maintenance of Incentive Wage Systems 
for the Department Store Salesforce; June, 1956. 

Greanias, George T.; Is the Package an Advertising 
Medium for Advertisers of Consumer Goods?; 
June, 1955. 

Granat, William T.; The Marketing of Office-Type 
Photocopy Machines and Supplies; June, 1955. 

Hadley, Robert L.; An Appraisal of the Opportu- 
nity to Stimulate Primary Demand in the Ice In- 
dustry; June, 1956. 

Hartman, Frederic; Engel’s Law—Folklore or Fact?; 
June, 1956. 

Ix, Robert E.; The Marketing of Equity Securities 
Traded on the New York Stock Exchange; June, 
1956. 

Jensen, George B.; Merchandise Theft Protection 
in Department Stores; June, 1956. 

Johnson, James G.; Is the Automotive Jobber Do- 
ing the Job?; June, 1956. 

Johnstone, Robert W.; How Stable is the Retail 
Establishmeni?; June, 1956. 

Kennedy, Thomas G.; The Implications of Subur- 
bia to Central City Retailing; June, 1956. 

Kronish, Stuart H.; The Merchandising of Depart- 
ment Store Branches; June, 1955. 

Lamkin, Robert T.; Is the Paper Merchant Do- 
ing the Job?; June, 1956. 

Leventhal, Clifford; Increasing Sales Through Non- 
Financial Incentives for Salesmen; June, 1956. 
Mahin, Phillip W.; A Study of the Shopping Be- 
havior of 69 Chevrolet Owners Who Purchased a 
*56 Chevrolet at the Evans Chevrolet Agency; 

June, 1956. 

Mathews, William E.; Public Relations of the Rail- 
roads; June, 1956. 

McCormick, Raymond; Selecting Food Brokers; 
June, 1956. 

McGonigle, Paul; Site Selection Considerations for 
the Independent Food Super-Market Operator; 
June, 1956. 

Megary, Joseph D.; The Cancer Scare and Its Effect 
on the Cigarette Industry; June, 1956. 

Menken, Kenneth A.; Operating Methods and 
Problems of the Small Advertising Agency; Feb- 
ruary, 1956. 

Miller, John V.; Opportunities of Market Research 
for Manufacturers of Juvenile Furniture Wheel 
Goods and the Use of Secondary Data; June, 
1956. 

Moltz, James E.; The Promotion of Adequate Wir- 
ing in Existent Houses; February, 1956. 

Monoca, Joseph; On the Possibility of the Appli- 
cation of Operations Research to Marketing 
Problems; February, 1956. 

Morgan, Thomas J.; The Relocation of Retail Fur- 
niture Stores in the Philadelphia Area; June, 
1955- 

Natiello, Robert A.; Should Magazines Offer Mer- 
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chandising Services to the Advertisers?; June, 
1956. 

Pabon-Rodriguez, Serafin; The Economy of Puerto 
Rico: Higher Standards of Living Through Re- 
duction in Marketing Costs; June, 1955. 

Parseghian, Manuel; The Theory of Games and 
Marketing Channels; June, 1956. 

Perrine, Torbett H.; Unionization of Retail Sales- 
people—Its Development and Import; June, 1956. 

Reed, Theodore H.; Methods of New Product De- 
velopment in the Chemical Industry; June, 1956. 

Roth, Francis J.; Dealer Evaluation of a Radio 
and Television Distribution Serving New Haven 
County, Connecticut; February, 1956. 

Safran, Charles; How Can Television Stations Be 
Relieved of Their Financial Dependence Upon 
Networks?; February, 1956. 

Sampson, Donald; What Is the Best Compensation 
Plan for Salesmen of Industrial Chemical Mer- 
chant Wholesalers?; June, 1955. 

Sharma, Ravi S.; Marketing of Raw Jute in India; 
June, 1955. 

Shay, Allan R.; A Compensation Plan for Salesmen 
of Industrial Chemicals; June, 1955. 

Shuwall, Paul D.; New Product Introduction in the 
Synthetic Organic Chemicals Industry; June, 
1956. 

Silkett, Robert T.; Can a Marketing Research Serv- 
ice be Established Which Will Provide a Manu- 
facturer of Consumer Convenience Goods Better 
Market Information?; February, 1956. 

Smith, Walter S.; A Study of Marking, Re-Marking 
and Related Problems in the J. C. Penney AAA 
Store at Upper Darby, Penna.; June, 1956. 

Strauss, David S.; An Analysis and Evaluation of 
the Marketing Channels Associated with Suede 
Splits in Leather Industry; February, 1956. 

Street, William H.; The Allocation of Split Sales 
Credits; June, 1956. 

Thomas, James H.; An Economic and Social Evalu- 
ation of the Trading Stamp Industry; June, 1956. 

Tough, Frederick; Motivation Research, Master 
Technique of Marketing Research; June, 1956. 

Vincent, Thomas M.; Has the Role of Copy in 
Consumer Full-Page Magazine Advertising De- 
creased in Relative Importance?; February, 1956. 

Vorder Bruegge, Carl M.; Alternatives to Fair 
Trade Laws in the Drug Industry; June, 1955. 

Wenger, Donald J.; The Mechanization of Office 
Work in Retail Organizations; February, 1956. 

Winship, William H.; How Can the Lithographic 
Industry Increase Its Sales Volume in Retail 
Food Merchandising with Respect to the Rising 
Importance of the Supermarket?; February, 1956. 

Zoellner, Melvin C.; Horizontal Integration of the 
Marketing Functions by Small Manufacturers; 
February, 1956. 
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Early, John W.; Consumer Attitudes and Prefer- 
ences for Floral Products; June, 1956. 


Martin, Maurice M.; Pricing Arrangements and Re- 
lated Matters Associated with the Sales of Golden 
Guernsey Milk in 17 United States Markets; 
June, 1956. 

Moore, Harry L.; Volume and Pricing of Market 
Milk for Non-Fluid Uses in Pennsylvania; Janu- 
ary, 1956. 

Owens, Thomas R.; Specifications and Costs for 
Processing Operations in Small Market Milk 
Plants; May, 1956. 


33.2 The Decay of Ethics. Vrest Orton, Journal of 
Retailing, Summer 1957, pp. 61-62. [S.C.H.] 


This interesting editorial, written by the founder 
of a large specialty mail order business, suggests 
that business ethics have declined dangerously in 
recent years. Failures of suppliers to meet prior 
commitments are cited as evidence in support of 
this thesis. 


33.3 Papers and Proceedings of the 69th Annual 
Meeting of the American Economic Associa- 
tion. American Economic Review, May 1957- 
[S.C.H.] 


As usual, practically all of the papers in this 
AER supplement have interesting implications for 
marketing. Especially pertinent, perhaps, are sec- 
tions on monopoly, income distribution, and con- 
sumption. 

In the monopoly and antitrust session, Edward 
H. Levi, “The Monopoly Problem as Viewed by a 
Lawyer,” pp. 293-302, considers antitrust legislation 
as a device to curb economic power. Earl Latham, 
“Anthropomorphic Corporations, Elites and Mo- 
nopoly Power,” pp. 303-310, compares Galbraith’s 
theory of countervailance (here considered inade- 
quate unless broadened to include government as 
one of the countervailers) with C. Wright Mills’ 
theory of an interlocking political, economic and 
military elite (criticized as an over-simplification). 
Carl Kaysen, “The Social Significance of the Mod- 
ern Corporation,” pp. 311-319, notes the extent to 
which the modern large corporation, which is aban- 
doning the traditional economic calculus, is never- 
theless inculcating business values into society. 

“Changes in the Size Distribution of Income” by 
Selma F. Goldsmith, pp. 504-518, reviews the share 
of income (under various definitions) going to the 
top 5 per cent of consumer units and offsets pre- 
vailing views on the decreasing inequality of in- 
comes. 

Irwin Friend and Irving Kravis, “Consumption 
Patterns and Permanent Income,” pp. 536-555, pre- 
sent an analysis of BLS—Wharton data showing 
that consumers with changing incomes have con- 
sumption patterns strongly resembling those of 
steady-income consumers. In “Government and the 
Consumer Interest,” pp. 556-568, Warren J. Bilkey 
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reviews the history of consumer protection in the 
U. S. and also notes recent developments abroad. 
Bilkey argues that the role of government in this 
field should be defined by a “Solidarist” norm 
which would accept extension of federal controls, 
development of grass roots measures and increased 
consumer education within the existing politico- 
economic framework, since the public has rejected 
laissez faire, Marxian, Socialistic and countervail- 
ance norms. 

A joint session with the AMA (also available in 
Adaptive Behavior in Marketing), includes papers 
by this abstracter, “Theoretical Implications of 
Empirical Research on Retail Pricing,” pp. 252-265; 
Morris A. Adelman, “The ‘Product’ and Price in 
Distribution,” pp. 266-273, and Richard B. Hefle- 
bower, pp. 274-287, “Mass Distribution: A Phase 
of Bilateral Oligopoly or of Competition?” Adel- 
man concludes that the monopoly elements in 
wholesale and retail trade are offset to some de- 
gree by the low entry requirements while Hefle- 
bower explores a considerable number of dimen- 
sions in retail competition. 


33.4 Ideas From Outsiders Can Be Dangerous. Bes- 
sie A. Lepper, Chemical Week, August 17, 
1957, pp- 108-114, 116, 118. [w.c.] 


Beware the individual with the bright idea for 
your company. If not handled right, an unre- 
quested idea can cost a great deal in damages and 
legal costs. One company is now fighting a four 
million dollar claim. The incidence of these cases, 
moreover, is growing every year. Any management 
man from board chairman on down can have an 
unsolicited idea unexpectedly foisted upon him. 

Here are eight ways to answer an idea contribu- 
tor and keep damages at a minimum: (1) Refuse to 
accept the idea in confidence; (2) return all docu- 
ments stating that no copies were made; (3) keep 
all documents in a sealed file until the contributor 
signs an agreement; (4) cite references if the infor- 
mation is published; (5) refuse to admit the idea is 
new, novel, concrete, or unknown; (6) send an 
agreement form if the idea is worthwhile; (7) re- 
quest the invention be remitted as a patent appli- 
cation; (8) request the contributor to meet with 
company officials to negotiate further. 
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Legal Developments 
in Marketing 


KENNETH J. CURRAN, Editor 
Editorial Staff: ARTHUR T. Dietz, Emory University 


Initials of staff members, in brackets following subject headings, identify the reviewers of the 
individual items. 


The most important recent developments in the 
legal framework within which marketing must func- 
tion are reported and analyzed under the topical out- 
line presented below. Not all headings in the outline 
may be represented in each issue since it is the gen- 
eral policy of this section not to devote attention to 
the following kinds of developments: (1) new laws or 
cases involving legal technicalities in which neither 
marketing practitioners, teachers, nor researchers 
are likely to have interest; (2) new cases which consti- 
tute inore or less routine reaffirmation of well-estab- 
lished rulings; and (3) decisions handed down by in- 
ferior courts which deal with trivial problems. 

More detailed information about individual items 
may be obtained by direct reference to the sources 
cited for each case. These include the standard legal 
reporting services, the law journals, and such special 
facilities as United States Law Week and Commerce 
Clearing House Trade Regulation Reporter, Current 
Decisions (abbreviated hereinafter simply as CCH). 

Readers who have comments or suggestions re- 


specting this section are urged to send them to the 
Editor. 


TOPICAL OUTLINE OF CASE 
SUBJECT MATTER 


I. REGULATION OF MONOPOLISTIC 
METHODS 
A. Market Control 
B. Collusive Practices 
C. Market Exclusion Tactics 


II. REGULATION OF PRODUCT CHAR- 
ACTERISTICS 
A. Product Standards 
B. Product Quality 
C. Packaging and Conditions of Sale 


Ill. REGULATION OF PRICE COMPETI- 
TION 
A. Price Discrimination 

B. Resale Price Maintenance 

C. Price Control (Minimum and Maximum) 


IV. REGULATION OF CHANNELS OF DIS- 
TRIBUTION 
A. Operating Features of Marketing Insti- 
tutions 
B. Relations Between Buyers and Sellers: 
Exclusive Dealing Arrangements, etc. 


V. REGULATION OF UNFAIR COMPETI- 
TION 
A. Advertising 
B. Nonadvertising Promotional Methods 
C. Trade-Marks and Trade Names 


I. REGULATION OF MONOPOLISTIC 
METHODS 


United States v. Safeway Stores, Inc., et al., 
CCH © 45,003 (case 1246), § 68,770 (D.C. N.Texas, 
June, 1957). [K.J-c.] 


In imposing a fine of $100,000 on Safeway Stores 
for a two-count violation of the Sherman Act, 
Judge Joe E. Estes of the United States District 
Court for Northern Texas set several records. It is 
the first time that the maximum penalty of $50,000 
(per count) authorized by the Sherman Act amend- 
ment of July, 1955, has been imposed; and it is 
the largest fine ever levied under the Sherman Act 
on a single corporation. 

This prosecution of Safeway also resulted in a 
review by Judge Estes of the status of nolo con- 
tendere pleas in criminal antitrust suits. Safeway 
had pleaded “not guilty” to the charges of mo- 
nopolization brought by the Government, but sub- 
sequently requested permission to change the plea 
to nolo contendere. The Government opposed the 
change; and, since the plea is only available to 
the defendants with the consent of the court, 
Judge Estes thought he was obligated to consider 
carefully the Government's objections. 

The plea of nolo contendere is equivalent in 
most ways to a plea of guilty. It has been described 
as a quasi confession of guilt, a confession, an im- 
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plied confession and as a plea of guilty in Latin. 
A sentence follows it as a matter of course and 
may be a fine or imprisonment. 

The Government opposed the plea in the Safe- 
way prosecution on two principal grounds: first, 
because Safeway is a multiple offender and has 
been convicted in at least five other cases; second, 
because acceptance of the plea would deprive pri- 
vate litigants seeking treble damages from Safe- 
way of the advantages of a contested conviction 
which would provide prima facie evidence of the 
defendant’s guilt in the private suits. Judge Estes 
rejected the first argument because he thought that 
the prior record of Safeway might better be 
weighed in imposing the sentence (with the re- 
sults described above). The Government's second 
contention he also dismissed because the purpose 
of antitrust suits brought by the Department of 
Justice is to protect the public interest by pro- 
moting competition and not to redress private 
wrongs. Nolo contendere pleas have the advantage 
of speeding settlement when court dockets are 
crowded; and the very fact that Congress had ex- 
cluded them (along with consent judgments) from 
the prima facie rule indicates that it wished to fa- 
cilitate their use. As a result, he permitted Safe- 
way to change its plea as requested. 

The substance of Judge Estes’ review seems to 
be that there is little reason to reject a plea of 
nolo contendere, particularly where the prosecution 
is accompanied by a companion civil action that 
could be brought to trial by the Government as in 
this instance. Where it is not so accompanied, he 
implies that the plea might be rejected to facilitate 
private damage suits—a suggestion that does not 
seem entirely consistent with his exposition of the 
purpose of Government antitrust suits. 


A. Market Control 


1. United States v. Aluminum Company of 
America, et al., CCH 4 68,755 (D.C. S. N.Y., June, 
1957). 

One of the most strongly voiced complaints con- 
cerning antitrust enforcement has been the slow- 
ness with which our legal machinery works and 
the length of time it takes to dispose of a case con- 
tested by one of our industrial giants. It is true 
that antitrust cases sometimes seem to drag on in- 
terminably. But it is also true that critics some- 
times forget that the objective of a civil antitrust 
suit is not to inflict quick punishment for laws 
violated, but to create a workably competitive 
situation under the highly complex and rapidly 
changing conditions of modern industry—an ob- 
jective not always easily or rapidly achieved. The 
history of the suit against the Aluminum Com- 
pany of America (Alcoa), begun in 1937 and just 
recently closed, is an outstanding example of how 
long such cases may be in the courts and the kind 
of developments and considerations that may keep 
them there. 


The Government filed suit against Alcoa in 
April, 1937, charging it with monopolizing the vir- 
gin aluminum industry contrary to the Sherman 
Act. In July, 1942, after a trial that lasted a record 
twenty-six months, the District Court dismissed the 
suit, finding that the Act had not been violated. 
Its reasoning was similar to the famous dictum 
of the Supreme Court in its United States Steel 
decision (251 U. S. 417 [1920])—namely, that a 
firm was not guilty of monopolizing merely because 
it was big if it had not engaged in overt acts to 
exclude competitors. The Government appealed; 
but because of the absence of a quorum of the 
Supreme Court qualified to hear the case, an act 
of Congress was required to create an appellate 
body to hear the appeal. Congress authorized one 
of the Circuit Courts of Appeals to act in lieu of 
the Supreme Court, and in November, 1945, Judge 
Learned Hand delivered one of the landmark de- 
cisions in antitrust law. He found that Alcoa had 
monopolized the virgin aluminum industry and 
reconciled his decision with the prevailing doctrine 
that “the law does not make mere size an offense” 
by reasoning that there was no surer way for a 
large firm to exclude competitors from its industry 
than by continuing to expand at each opportunity. 
Thus, for the first time industrial growth, under 
certain circumstances, became a violation of the 
antitrust laws. It was this legal principle that the 
Supreme Court the following year expanded into 
the doctrine that it is not the actual exclusion of 
competitors but the power to exclude them that 
is the hallmark of monopoly. (American Tobacco 
Co. v. U. S., 328 U. S. 781.) 

Although Judge Learned Hand had found Alcoa 
guilty of monopolizing, he did not deem the time 
ripe to impose a solution upon the company. The 
Government still had its vast war-time investments 
in the industry to dispose of, and their disposition 
might well change completely the competitive sit- 
uation. The result was that he returned the case to 
the District Court, with instructions to hold in 
abeyance the nature of the solution until the ef- 
fect of the disposal of the Government's invest- 
ments could be ascertained. The Department of 
Justice continued to press for a split-up of Alcoa's 
properties as the only satisfactory solution, but in 
1950 after the Government had sold its properties 
the District Court ruled that such an extreme 
measure was not required because of the thriving 
competition provided by Reynolds Metal and 
Kaiser. However, seeing a threat to the future of 
these concerns in possible joint action by Alcoa 
and Aluminum, Ltd., of Canada, it ordered certain 
large stockholders common to both of these or- 
ganizations to dispose of their holdings in one or 
the other. Fearful that the financial strength of 
Alcoa might prove too much for Reynolds and 
Kaiser to match in an expanding market, it also 
retained jurisdiction of the case for a period of 
five years after the effective dissolution of these 
stockholder ties, thus giving the Government addi- 
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tional time in which to renew its request for a 
breakup of Alcoa or for other measures if they 
should prove necessary. 

The final act in this protracted legal drama con- 
cerned the application of the Government for a 
further extension of this period for another five 
years. This application the Court has denied, 
pointing out that Reynolds and Kaiser had not 
only succeeded in maintaining their relative posi- 
tions during a period of record expansion in the 
industry but had improved them. Thus, the cur- 
tain falls twenty years after the play began. This, 
it is true, is a long time indeed. But it is also 
true that in those years the control of a firm 
which amounted to go per cent of its industry 
has been cut almost in half. 


2. Charles D. Bender v. The Hearst Corpora- 
tion, CCH © 68,750 (D.C. Conn., June, 1957). [K.J-C.] 


The only significance of this case is as a reminder 
that although the 1950 amendment to section 7 of 
the Clayton Act made illegal the acquisition by a 
corporation of the assets of another corporation 
where the effect may be substantially to lessen 
compet.ion, ii did not make illegal the acquisition 
of the asseis of «an unincorporated business. Of 
course, a merger with an unincorporated business 
can always be attacked as a violation of sec- 
tion 1 or 2 of the Sherman Act. However, where 
violation of the Sherman Act is charged, a higher 
standard of proof is required in that something 
more immediate than an incipient effect upon 
competition must be shown. (For greater elabora- 
tion of this point see discussion of the Federal 
Trade Commission action against Pillsbury Mills, 
Inc., JOURNAL OF MARKETING, July, 1954, Pp. 99.) 


g. United States v. Guerlain, Inc.; United 
States v. Parfums Corday, Inc.; United States v. 
Lanvin Parfums, Inc., CCH § 68,771 (D.C. S. N.Y., 
July, 1957). [K.J.c.] 


Probably no antitrust development in recent 
years has aroused more interest than the Supreme 
Court’s ruling that the market in which du Pont’s 
cellophane was sold did not embrace cellophane 
only, but the entire field of flexible wraps—that 
is, waxed paper, foils and glassine. (76 S. Ct. 994 
[1956]; see THE JOURNAL OF MARKETING, October, 
1956.) This decision was viewed by some, including 
Mr. Chief Justice Warren, as a great tragedy 
emasculating the antitrust laws, for obviously the 
broader the concept of the market becomes the less 
likely is it that any firm will be found to wield 
monopoly power over it. As yet, however, the du 
Pont decision does not seem to have started a 
general trend among the courts toward this broader 
view. In March, 1957, for example, a District Court 
found that championship boxing bouts constituted 
a market separate and distinct from boxing bouts 
in general (U. S. v. International Boxing Club, see 


JOURNAL OF MARKETING, July, 1957); and now the 
same court has taken even a narrower view, ruling 
that although a branded product may be sold in 
the face of substitutes similar in nature, quality, 
and price, the trade name may have such a hold 
on an irrational public that the brand for practical 
and legal purposes constitutes a distinct market 
subject to monopolization. Thus, the court has 
recognized what professors of economics have been 
pointing out to harrassed sophomores for many 
years—namely, that the economic test of similari- 
ties and differences among products is not physical 
but psychological. 

The three cases here discussed presented the 
same issues and were consolidated for trial. Each 
one concerned an American firm affiliated with a 
French manufacturer of an expensive and well es- 
tablished perfume. The French manufacturer had 
given its American counterpart exclusive rights to 
distribute the product within the United States and 
had transferred trade-mark rights to it. Acting un- 
der §526 of the Tariff Act of 1930, the American 
firm had excluded the importation by others of 
the branded product as an invasion of these trade 
mark rights. This action the Government had 
attacked as a violation of the monopolization sec- 
tion (Sec. 2) of the Sherman Act. 

The Court found that the American and French 
affiliates constituted a single international enter- 
prise. Thus, the American firm could not properly 
charge that the importation cf the branded per- 
fume by others was an invasion of its trade-mark 
rights, since the product had been purchased from 
its own organization, that is, from its French half. 
Thus, the measures it took to prevent the impor- 
tation of its trade-marked products was an exclu- 
sion of competitors. But the exclusion of competi- 
tors from a market is monopolization; so, whether 
the firms were guilty of monopolization as the 
Government charged depended upon whether the 
branded product constituted a separate market or 
whether it was merely a part of a much wider 
market embracing the branded perfumes of other 
manufacturers. In taking the former and narrower 
view, the court upheld the Gcvernment. 

In finding that a branded perfume constituted a 
separate market, the Court paid lip service to the 
economic concept of cross elasticity of demand. 
Cross elasticity refers to the sensitivity of sales of 
one product to changes in the price of another, 
and is the economic test of the degree of substi- 
tutability or complementarity. Like much in eco- 
nomics, however, it is only a thinking tool rather 
than a precise measure, and it has served its pur- 
pose when it has started one’s mind in the proper 
direction. According to the Court: “There is no 
evidence in the cases at bar on responsiveness of 
the sales of one product (ie., one brand of per- 
fume) to the price changes of another. . . . The 
kind of cross-elasticity discussed by the Supreme 
Court in the Cellophane case does not exist for 
perfumes bearing the names and trade-marks of 
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the defendants. Objectively, the products may be 
more than reasonably interchangeable with others. 
But the lack of objectivity in consumer demand 
impairs the basis of interchangeability and negates 
a finding of cross-elasticity.” 


B. Collusive Practices 


1. Chain Institute, Inc. et al., v. Federal Trade 
Commission, CCH 4 68,757 (CCA 8, July, 1957). 
[K.J.c.] 

In creating the Federal Trade Commission in 
1914 to assist in enforcing the antitrust laws, Con- 
gress sought several goals. First, it was believed 
that a Commission staffed with men with a broad 
knowledge of the business world would provide a 
more understanding enforcement of the laws than 
would the judges of the courts whose qualifications 
are necessarily legal. Second, it was thought that 
enforcement by an administrative body would be 
more expeditious than the creaking machinery of 
the courts. 

These objectives for the Commission have not al- 
ways been realized. The Commission’s rulings have 
at times been unrealistic; and its action just con- 
cluded against the Chain Institute and the leading 
chain manufacturers of the country show that ad- 
ministrative enforcement of law may at times drag 
on as long as the court proceedings of the Depart- 
ment of Justice. 

The action against the members of the chain in- 
dustry began in December, 1942, when the Federal 
Trade Commission issued a complaint questioning 
the legality of their delivered pricing systems and 
suggesting that section 5 of the Federal Trade 
Commission Act had been violated. An amended 
complaint was issued three years later. Hearings 
before the Trial Examiner (a member of the Com- 
mission’s staff) began in April, 1946, and continued 
into 1948 when he filed his recommendation with 
the Commission condemning the defendants. Ex- 
ceptions to his report were argued before the Com- 
mission in 1949 and 1950; and in February, 1953, 
the Commission, upholding the Trial Examiner by 
a three to one vote, issued a cease and desist order. 
Shortly thereafter the defendants appealed the 
order to the courts, and in July, 1957, the Circuit 
Court of Appeals reached its decision supporting 
the Commission. Thus, this matter has dragged 
on for some fifteen years, a period as long as some 
of the protracted antitrust proceedings of the De- 
partment of Justice. 

The Commission’s action against the chain indus- 
try raises another interesting question concerning 
the realism of its contention that an order forbid- 
ding the use of delivered price systems where they 
have “the effect of systematically matching... 
the delivered prices of other sellers. . . .” is not an 
order that in practice requires FOB pricing. This 
position has been taken not only by the Com- 
mission but sometimes by the courts as well. 


The chain industry had sold welded chain on a 
single basing point system with Pittsburgh as the 
base, weldless chain on a freight equalization sys- 
tem, and tire chain on a single zone system setting 
a uniform delivered price over the entire country. 
All of these delivered pricing systems were denied 
the defendants by the Commission's order, with the 
above qualification forbidding their use only if 
the effect was to match the delivered prices of 
other sellers. The defendants argued that in prac- 
tice this forced on them FOB pricing which the 
Commission denied. According to the Commission 
“the order does not prohibit per se the use of any 
delivered price-system and can be fully complied 
with by competition in base prices, no matter what 
system of delivered pricing is used. If there is com- 
petition in base prices, there cannot possibly be 
any ‘systematic matching’ of delivered prices.” 

The Commission is, of course, correct in its con- 
tention that if the starting prices (base prices) of 
the various sellers differ, the delivered prices under 
the above pricing systems may differ as well. How- 
ever, where the products concerned are standard- 
ized, such differences would not normally continue 
very long and rivalry would tend to produce a uni- 
formity that might well appear to be a “systematic 
matching”. of delivered prices. The truth of the 
matter is that the test of whether independent 
action or collusion prevails is not so much the rela- 
tive levels (uniformity) of the prices as their be- 
havior. Uniform prices become suspicious when 
they go unchanged for long periods of time, or 
when price changes are usually initiated by the 
same firms. 

To question the Commission's contention that 
their order does not in practice require FOB pric- 
ing is not to criticize its efforts to raise obstacles 
to the use of delivered pricing systems in the case 
discussed. The defendants have shown by their 
behavior that they cannot resist the temptation to 
suppress price competition; and a merit of FOB 
pricing is that it makes effective collusion on prices 
difficult, whereas delivered pricing facilitates it. 
Moreover, delivered pricing is usually, by its very 
nature, discriminatory, wasteful, and uneconomic. 


2. Small Business Act Extension, Public Law 
85-120 (August, 1957). [K.J.c.] 

The Small Business Act of 1953, which contains 
certain provisions affecting the status of small busi- 
ness under the antitrust laws (see THE JOURNAL OF 
MARKETING, January, 1954), has been extended for 
another year, or until July 31, 1958. 


Il. REGULATION OF PRODUCT 
CHARACTERISTICS 


A. Product Standards 


Florida Citrus Exchange v. Folsom, 26 U.S.L.W. 
2063 (CCA 5, July, 1957). 

Under section 406 (b) of the Food, Drug and Cos- 

metic Act, the Secretary of Health, Education and 
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Welfare has the authority to list dyes which may 
be employed to color food products. Recently a 
coal-tar dye, Red g2, was removed from the ac- 
ceptable list on the ground that it was dangerous 
if consumed in quantity. The plaintiff in this ac- 
tion contends that the Secretary should be required 
to reverse his action because no real public hazard 
is involved—an individual would have to consume 
about 5,000 gallons of orange juice daily in order 
to experience deleterious effects from the Red 32 
that might be present in the juice. The defense ar- 
gues that the law does not permit the Secretary to 
distinguish between degrees of harm or differences 
in quantity. But the court refuses to accept this 
defense, declaring that “harmless” and “harmful” 
are relative terms. An injury must occur before 
harm results. An injury might occur under some 
circumstances and not under others and, in the 
court’s opinion, the Secretary has the authority to 
discriminate between such circumstances, whether 
they concern quantities of use or products em- 
ployed in conjunction with the dyes. Hence, the 
court orders the questioned dye returned to the 
list. 


B. Product Quality 


The Poultry Products Inspection Act, Pub. 
L. 85-172, 85th Cong. (August 28, 1957.) 

By the terms of this measure federal inspection 
will be compulsory for poultry and poultry prod- 
ucts after January 1, 1959 (and will be available on 
a voluntary basis during the preceding year). Poul- 
try products found upon inspection to be un- 
wholesome (as defined in the statute) may be 
condemned and destroyed. Products which pass in- 
spection will be appropriately labelled to inform 
consumers of this fact. In general, the cost of the 
inspection is to be borne by the Government. The 
law applies to poultry and poultry products 
processed, transported, or sold in interstate com- 
merce and in areas to be designated by the Secre- 
tary of Agriculture, who is charged with the en- 
forcement of the law. The areas to be designated 
are those in which it has been determined, after 
hearings, that poultry products are handled or 
consumed in such volume as to affect, burden, or 
obstruct interstate commerce in such products. 
The legislation also spells out some important ex- 
emptions, most important of which is one which 
withholds application of the statute from poultry 
producers who sell only their own products di- 
rectly to consumers. Penalties for violation of the 
law are also specified. 


III. REGULATION OF PRICE COMPETITION 
A. Price Discrimination 
State Wholesale Grocers v. Great Atlantic and 


Pacific Tea Co., CCH § 68,772 (D.C. N.D. IIL, July, 
1957). [A.T.0.] 


The women’s magazines distributed by the vari- 


ous grocery chains reach a mass audience and rep- 
resent an important advertising medium. The sig- 
nificance of these proceedings is broader than the 
parties at bar, affecting the whole group of store 
magazines and all of their supplier-advertisers. At 
issue were charges of price discrimination. Accept- 
ance of the charges by the courts would have far 
reaching, perhaps destructive, repercussions on the 
operations of all store magazines. 

Woman’s Day is owned by A&P and sold only in 
A&P stores. Advertising revenues bring in about 
three-fourths of the magazine’s income, and some 
three-fourths of the advertising revenues come 
from suppliers. Twenty retail and two wholesale 
grocers in the Chicago metropolitan area charged 
A&P and three major food products manufacturers 
advertising in the magazine with violation of the 
Robinson Patman Act. The grocers argued that the 
advertising payments made by the suppliers make 
the magazine possible and thereby constitute a 
service to the chain not offered on proportionately 
equal terms to all. 

The court refuses to accept the argument that 
advertising makes publications possible. It is rather 
the quality of a medium which attracts its adver- 
tisers, and this quality is in turn attributable to the 
merits of the management behind the publication. 
The supplier-advertisers made their decisions to 
advertise in Woman's Day on the basis of the same 
criteria they apply in making any decision as to 
media, and they received full value for their 
money. The advertising was placed to benefit these 
manufacturers, not A&P. 

This conclusion is buttressed by a consideration 
of the nature of the advertisements placed. The 
court accepts the distinction between store advertis- 
ing designed to draw trade to a particular estab- 
lishment and national brand advertising to pro- 
mote a particular brand without any mention of 
individual outlets. The advertising relevant here 
is of the latter type. As such it is intended to 
benefit the advertiser, not the grocery chain. Since 
the magazines are normally read at home, and 
since grocery shoppers demonstrate an inclination 
to shop at more than one store, benefits accruing 
to grocery outlets will aid stores in general and 
not merely the store distribtuing a publication. If 
the complainants had magazines of their own 
which met the necessary quality standards, product 
manufacturers would advertise in them. Since they 
do not have magazines of their own, they cannot 
complain because they do not receive advertising 
revenues. 


B. Resale Price Maintenance 


1. Rogers-Kent, Inc. v. General Electric Co., 
CCH 4 68,810 (South Carolina Supreme Ct., Au- 
gust, 1957). [A-T.D.] 


Through the years the courts of a majority of 
the states in which the issue has been raised have 
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upheld the fair-trade laws of their state, but the 
trend in recent years has been in the opposite di- 
rection. The scope of the fair trading area has been 
continually narrowed as courts in state after state 
have declared state fair trade laws or their non- 
signer clauses to be in violation of state constitu- 
tions. Now, South Carolina is firmly in the ranks 
of the free trading states. A lower court had pre- 
viously found the nonsigner clause of the South 
Carolina act unconstitutional. Here the Supreme 
Court affirms the finding, an action which has come 
to be typical in the recent fair trade cases. 

Most of the recent findings of unconstitutionality 
have been based on violations of the due-process 
clauses of state constitutions. The decision of the 
lower court in this proceeding was based on three 
grounds, inconsistency with the Sherman Act at 
the time of passage of the state act, illegal delega- 
tion of legislative power, and violation of the due 
process clause. The Supreme Court sides with the 
majority of like minded courts and bases its case 
on violation of due process. It does not pass on the 
other grounds. 

There are no grounds for implying consent on the 
part of nonsigners, and the court does not accept 
the concept that a manufacturer retains the right 
to control the selling price of a product after title 
has passed from his hands. The police power pro- 
vides no justification for control over the rights 
of nonsigners, for the nonsigner clause cannot be 
defended on considerations of the public health, 
safety, morals, and general welfare. 


2. Sunbeam Corp. v. Ross-Simons, Inc., CCH 
§ 68,784 (Rhode Island Supreme Ct., July, 1957). 
[A.T.D.] 


Often the layman is disposed to disparage legal 
jargon, but time and again the necessity of choos- 
ing just the right words has been proven. Here is 
another illustration. A loophole in the wording of 
an injunction against price cutting a fair traded 
product makes it impossible to prove contempt in 
spite of admitted price cutting. 

Ross-Simons was enjoined from cutting prices on 
Sunbeam appliance, in its place of business. After- 
ward it admittedly sold electric frying pans to two 
women at cut prices, but the transactions were con- 
summated outside its place of business. In one in- 
stance the customer was informed that the product 
could not be sold at the store but would be deliv- 
ered to her home C.O.D. A similar sale in the sec- 
ond instance was frustrated when the delivery 
truck broke down, and then delivery was made in 
the street outside the store. 

On a motion by Sunbeam the Superior Court 
found Ross-Simons in contempt. Here the decree 
of the lower court is reversed by the Rhode Island 
Supreme Court on the grounds that the injunction 
was vague, uncertain and indefinite. The injunction 
was worded in a manner which permits a construc- 
tion consistent with innocence. 


3. General Electric Co. v. Hess Brothers, Inc., 
CCH 4 68,807 (D.C. E.D. Pa., August, 1957). [A.T.p.] 
General Electric’s fair-trade contracts exempt 
sales to company employees, sales by distributors 
and dealers to their employees, and sales to gov- 
ernmental agencies or commercial or institutional 
establishments buying for their own use and not 
for resale. This exemption has been the basis for 
unsuccessful attempts to invalidate the contracts, as 
in the Fedco case discussed in the July, 1956, issue 
of this section. 

Here again the exemption is upheld. The court 
finds that the defendant has not sustained the bur- 
den of showing that it is arbitrary or unreasonable. 
The court also quickly disposes of other objections 
to the fair trade contracts based on conflict with 
the Federal Constitution and lack of diligent en- 
forcement, but it does not consider arguments 
based on conflict with the Pennsylvania Constitu- 
tion. The Supreme Court of the state has upheld 
the state act; matters involving its harmony with 
the state constitution must go to that court for 
decision. 


V. REGULATION OF UNFAIR COMPETITION 
A. Advertising 


The American Hospital and Life Insurance 
Co. v. Federal Trade Commission, 243 F.2d 719 
(CCA 5, April, 1957). 

In 1945 Congress passed the McCarran Act (15 
U.S.C. 1011), to remove the uncertainties that had 
arisen respecting the regulation of the insurance 
business in the United States. By the terms of the 
statute the states apparently were assigned respon- 
sibility for the regulation of insurance companies 
if they cared to exercise this responsibility by en- 
acting appropriate legislation. Just how this assign- 
ment was to be interpreted, however, seems to have 
resulted in differences of opinion. Here, for ex- 
ample, the Commission looks upon it in quite a 
different way than does the appellant concern. The 
Act states that “the Federal Trade Commission Act, 
as amended, shall be applicable to the business of 
insurance to the extent that such business is not 
regulated by State law.” The Commission argues 
that, inasmuch as state law could not reach inter- 
state aspects of the business (such as advertising), 
there remained an area of Commission jurisdiction 
over all insurance companies even in those states 
which possessed regulatory legislation. In applica- 
tion of this position it had issued an order requir- 
ing plaintiff to cease certain promotional activities. 
On the other hand, the appellant concern, seeking 
to have the Commission’s order reversed, takes the 
position that almost all of the states in which it 
operates have laws regulating insurance and that 
the Commission’s authority extends only into those 
states which do not have such legislation. The 
court agrees with the latter position and hence 
vacates the Commission’s order. 
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MARKET BEHAVIOR AND EXECU- 
TIVE ACTION, by Wroe Alderson. 
(Homewood, Illinois: Richard D. Ir- 
win, Inc., 1957. Pp. 487. $7.00.) 

For many years Wroe Alderson has been 
a leader among those interested in advanc- 
ing theory in marketing. His ideas have 
come to us gradually through his speeches, 
articles, and essays. Market Behavior and 
Executive Action is an up-to-date systematic 
presentation of Alderson’s thinking. In it 
he states his ideas on the nature and role 
of theory in marketing, erects a conceptual 
framework, develops more fully some of the 
concepts, and discusses “principles of action 
which have general validity in the manage- 
ment of marketing operations.” 

The author’s goal is to make a “contribu- 
tion to an improved perspective for market- 
ing practice.” He uses the term “theory” in 
a less formal sense than it is used in science, 
and in this sense he sets out to communicate 
a functional theory of marketing which will 
allow. readers to achieve a better under- 
standing of marketing action and how to 
make it more effective. 

Alderson believes that marketing theory, 
which he thinks of as being but one aspect 
of a general theory of human behavior, 


should be useful as a means of improving 
marketing activities, as well as understand- 
ing them. “A primary objective of market- 
ing theory is to explore the various roads 
toward marketing efficiency” (p. 65). 

Group behavior is the starting point for 
Alderson in his approach to marketing 
theory. While survival and growth are im- 
plicit goals of every group, the reason for 
the existence of any group is the achieve- 
ment of goals held in common by the mem- 
bers of the group. Two key concepts are 
employed in the group approach. They are 
the organized behavior system and the 
operating system. An organized behavior 
system is “a group taken in conjunction 
with the environment in which it moves 
and has its being. The system may be re- 
garded as including the instruments and re- 
sources utilized in its operations” (p. 25). 
The material adjuncts are not part of the 
group but belong to the system in the sense 
of being within its possession and control. 
An operating system is an organized be- 
havior system characterized by processes in- 
volving inputs and outputs. 

Attention is focused upon groups per- 
forming marketing activities, especially the 
household which as the center of most con- 
sumption activities is recognized as a special 
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type of organized behavior system. The ex- 
istence of the different types of behavior 
found in various household groups causes 
Alderson to classify household groups and 
indicates those of greatest interest to mar- 
keting executives. Consumer buyers, like 
marketing executives, come into the market 
to solve problems for the behavior systems 
they represent. The rational approach to 
problem solving is emphasized, but the 
presence of nonrational action is recog- 
nized. 

The basic problem of the consumer buyer 
is to acquire an assortment of the kinds and 
quantities of products which will best 
match the needs of the household group 
represented. Likewise, the buying for any 
other organized behavior group is aimed at 
improving the assortment of goods for the 
satisfaction of its ends. The assortments of 
households, retailers, and wholesalers con- 
sist primarily of finished goods. The assort- 
ment of the manufacturer consists of equip- 
ment, raw materials, and supplies, in 
addition to his finished-goods inventory. 

Exchange is viewed as essentially the act 
of improving the assortments of goods held 
by the parties to an exchange. With this 
broader perspective in mind exchange is 
more than the process by which values are 
determined and scarce goods allocated. It 
is also the means of increasing the oppor- 
tunities of groups to improve their assort- 
ments of goods and services and thereby 
better satisfy their physical and psychologi- 
cal needs. 

The transactions involved in exchange 
represent an opportunity for increasing the 
efficiency of marketing. The main line of 
progress in this direction lies in reducing 
transactions to routine, or at least routiniz- 
ing some of their features. Alderson views 
negotiation as more than a means of con- 
summating exchange. In his framework it 
is also the process which connects vertically- 
related groups and through which adjust- 
ments to change are worked out. It is the 
means by which is demonstrated the relative 
power of groups in seeking satisfactory and 
stable relationships in a channel of distri- 
bution. 


Intermediaries arise in the process of ex- 
change because they can increase the efh- 
ciency of the process by which groups ob- 
tain the most satisfactory assortment of 
goods. The most convenient assortment of 
goods changes at each level in the flow of 
products from producers to consumers. ‘This 
concept is called the “discrepancy of as- 
sortments” and is useful in understanding 
the limits of vertical integration as well as 
other arrangements of channels. It is most 
helpful in understanding the emergence of 
new and changing roles of traditional types 
of intermediaries. 

Competition (a horizontal relationship) 
within and among groups is presented as a 
search for differential advantage. Hetero- 
geneity in the market is assumed to be the 
prevailing condition rather than homogene- 
ity as has been usually assumed in market- 
ing theory. The search for differential ad- 
vantage is depicted as a search for a “niche” 
for the group in its relation with other 
groups. The important goal is to achieve a 
uniqueness which will be significant in the 
eyes of those with whom negotiations are 
conducted. Because factors influencing the 
competitive position of a group are con- 
stantly changing there is need for a constant 
search for differential advantage. Through 
the successful pursuit of differential ad- 
vantage, groups survive and grow and 
achieve their other ends. 

The organization of the market is dy- 
namic and not alone the result of the 
operation of supply and demand through 
it. Groups operating in the market strive 
to influence the organization of the market 
in their own interests. This idea is treated 
in one of the chapters, “Dynamics of Mar- 
ket Organization.” Here a certain amount 
of integration of ideas is accomplished. 
Moreover, the ideas are applied to some 
major aspects of market organizations, such 
as channels, trading centers, and _ inter- 
regional and international trade. 

With respect to advertising, Alderson 
presents several theories and discusses the 
expansibility of markets and advertising’s 
role in this connection. He discusses inno- 
vations and their acceptance as additions to 


Fe 
> 
q 


BOOK REVIEWS 


345 


the cultural inventory. It is held that ad- 
vertising should be based upon the recog- 
nition of rational problem solving as a key 
behavioral characteristic of buyers repre- 
senting groups, including the household. 

Part III is presented as the culmination 
of the book and is entitled “Management 
of Marketing Operations.” It is intended 
to establish principles of executive action 
based upon the perspective developed in 
Part II. The author holds that sales results 
are the function of organized marketing ef- 
fort applied to market opportunity and that 
the concepts of effort and opportunity 
should replace those of supply and demand. 
He then proceeds to a consideration of the 
nature of the executive function and the 
means for performing it. The solution of 
marketing problems, principles of market- 
ing planning, and the marketing viewpoint 
as an approach to business policy are dis- 
cussed in the closing chapters. 

In the opinion of the reviewer Alderson 
has accomplished his purpose of providing 
a perspective for a functional theory of 
marketing. He has contributed an ex- 
tremely useful frame-of-reference, one which 
will permit a more meaningful classification 
of marketing literature than any now avail- 
able. It is action oriented. But the real value 
of Market Behavior and Executive Action 
will not be realized by the reader without 
considerable study. One must study, apply, 
and live with the ideas presented to under- 
stand fully their implications and value. 

Some readers will find the extensive use 
of technical terms from other disciplines 
and the author’s tendency to use incomplete 
citations somewhat frustrating. Also, there 
may arise some questions with respect to 
the organization of chapters and sections 
within chapters. Some may wish to rear- 
range the sequence of chapters to achieve a 
more satisfactory organization. These, how- 
ever, are really minor matters in relation to 
Alderson’s contribution to our thinking. 

Whether the author has succeeded in 
presenting a theory of marketing will be 
discussed for some time in the future. It 
really matters little, for much depends upon 
definition. More important is the fact that 


anyone interested in marketing who studies 
this volume with an open mind will see 
familiar things in new lights, will gain new 
insights, and will be stimulated to think 
and move in new ways and in new direc- 
tions in the fields of marketing and general 
management. 


RICHARD M. CLEWETT 
Northwestern University 


INTRODUCTION TO OPERATIONS 
RESEARCH, by C. West Churchman, 
Russell L. Ackoff, and E. Leonard 
Arnoff. (New York: John Wiley and 
Sons, Inc., 1957. Pp. 645. $12.00.) 


This book gives an introductory treat- 
ment to a subject which has had an ex- 
plosive growth, first in application to mili- 
tary problems during and immediately after 
World War II, and now more recently in 
application to business and industry. It 
grew out of lecture material used in a short 
course in Operations Research which has 
been offered since 1952 at Case Institute of 
Technology. The distinction and experi- 
ence of its three principal authors, and of 
some of their collaborators, assures us of a 
basic contribution to the teaching of the 
subject (the focus on introductory material 
prevents the inclusion of substantially new 
contributions to the subject itself). 

The book is a worthy sequel to Methods 
of Operations Research, the pioneering text 
published six years ago by Philip M. Morse 
and George E. Kimball, and of Operations 
Research for Management, the two-volume 
symposium produced in 1954 and 1956 
under the editorship of Joseph F. Mc- 
Closkey, with Florence N. Trefethen as co- 
editor of the first and John M. Coppinger 
of the second volume. This new work and 
its two predecessors have in common the 
fact that they evolved from the activities of 
groups strenuously involved in the conduct 
of O.R., namely the Operations Research 
Group of the U. S. Navy, the Operations 
Research Office, and the Operations Re- 
search Group of Case Institute of Tech- 
nology. It should be mentioned that the 
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group at Case is now well started on an 
active teaching program which offers in- 
struction leading to advanced degrees. 

The book fulfills its avowed purpose of 
giving prospective users of O.R. an under- 
standing of its powers, and of placing a use- 
ful general survey in the hands of students 
who wish to become practitioners. It is 
pointed toward applications in industry; 
military problems are not in evidence, and 
the enormous potential of O.R. in com- 
munity planning is indicated mainly in one 
chapter (Chapter 15). With respect to ap- 
plications to business, it is production 
rather than marketing that is featured. The 
work is featured by its breadth of outlook, 
and gives evidence of the greater advance 
recently made into this area by the social 
scientist, a development which has also 
helped to promote the “mixed-team” idea 
with which O.R. has from the first been as- 
sociated. 

With some exceptions, one of which will 
be noted in what follows, topics are given 
clear initial explanations; these are sup- 
plemented by case histories, carefully chosen 
and treated so as to elucidate method. The 
editing brings about the use of a consistent 
symbolism, and also introduces helpful 
cross-referencing. Contents are divided into 
ten parts, each with an illuminating pref- 
ace; there is further subdivision into chap- 
ters, ten in all. Headings for the ten parts 
are: INTRODUCTION, THE PROB- 
LEM, THE MODEL, INVENTORY 
‘MODELS, ALLOCATION MODELS 
(Linear Programming comes under this 
heading), WAITING-TIME MODELS, 
REPLACEMENT MODELS, COMPETI- 
TIVE MODELS, TESTING AND CON- 
TROL AND IMPLEMENTATION, AD- 
MINISTRATION OF OPERATIONS 
RESEARCH. Most of the chapters end 
with extensive bibliographies; Chapter 4, 
on the Analysis of the Organization, has a 
bibliography of 78 items. The book has a 
subject index and an author index. Its phys- 
ical make-up is excellent. 

Chapter 5, on Formulation of the Prob- 
lem, is of special interest because it is here 


that the authors discuss what has been a 
weak side of the O.R. enterprise, namely 
the attempt to assign comparative ratings 
to members of what may on occasion be a 
set of ill-assorted objectives, an attempt 
which must be made if one is to measure 
the effectiveness of a contemplated course of 
action in terms of the objectives. The gen- 
erality of outlook which characterizes the 
entire volume is here very much in evi- 
dence. A loyal salaam in the direction of 
John Dewey is achieved by including in the 
bibliography for the chapter his Logic, The 
Theory of Inquiry. 

Some eyebrows will be raised at the at- 
tempt on page 131 to show how one may 
get at the comparative rating of an objec- 
tive in a political way when different groups 
rate it differently: the method involves as- 
signing as a weight to a specified rating 
the weight which measures the importance 
of the group which awards it. The authors 
would doubtless prefer to have the word 
“political” in the above sentence replaced 
by the word “practical.” In an earlier essay 
which was published in the second volume 
of Operations Research for Management, 
Dr. Churchman argues, in effect, that values 
are to be considered as measurable by the 
methods of silence independently of cur- 
rent convention or dominant opinion. 

When there are several contributors it is 
to be expected that the writing will be un- 
even in spite of editing, but in this text 
standards of clarity in exposition are of 
high quality on the average. There is an 
occasional lapse: turning again to Chapter 
5, we find that it breaks down in the middle. 
One difficulty is that the chapter needs, but 
does not have, a discussion of scale-form in 
measurement. To illustrate: Page 122 in- 
dicates a method of measuring in dollars 
the size of reductions which can be made 
in the average time that customers have to 
wait: this is done by finding what manage- 
ment has been willing to pay when, in past 
experience, such reductions have been 
made. Unfortunately this measures only 
marginal changes, instituted under pres- 
sure; the reduction of waiting time by one 
minute may be worth much more or much 
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less at those other parts of the scale taken 
into account by a full scanning of all possi- 
ble variations. It should be remembered 
that O.R. seeks to optimize objectives by 
major shifts as well as by purely marginal 
improvements. 

Page 129 exhibits as an “effectiveness 
function” a function which is the sum of 
weighted efficiencies. One may question the 
meaning of this in view of the fact that on 
Page 120 the quotation marks around the 
word “add” are intended to take care of 
situations for which it is not appropriate to 
have the word interpreted in the usual way. 
This is not in itself objectionable (al- 
though the word “combine” may have been 
used). Here again the question of scale- 
form obtrudes, however. One may ask 
whether an effectiveness function is not be- 
ing put into the form of a linear algebraic 
function of the efficiencies at the price of 
forcing non-linear transformations on the 
scales by which the values of the objectives 
are quantified; such changes in scale may 
thereupon make chaotic the comparison of 
these values by some common standard. 

In writing the chapter on Linear Pro- 
gramming, the authors have been influ- 
enced by a weakness of the times, namely 
the uneasiness which attends the use of 
mathematics. This morbid syndrome has 
even settled on some sections of the scien- 
tific community: witness the dreary succes- 
sion of books beginning with “requires no 
mathematics beyond ———-,” and entailing 
explanations wherein the vagueness and 
clumsiness inherent in a verbal approach 
leave a fuzzy focus, or entailing prolixity 
which carries the reader beyond his span 
of attention. On the whole this book does 
not suffer from this defect. But the explana- 
tion of Linear Programming would have 
been much improved by introducing first, 
in an expanded form, the geometric inter- 
pretation of Appendix 11B; this would 
also have made the authors less hesitant to 
discuss Non-linear Programming. Nor can 
it be said that the omission of the prelimi- 
nary mathematics has avoided “higher” 
mathematics. In the absence of a rationale 
which the geometric interpretation offers, 


the listing of the steps of a mechanical pro- 
cedure, as on Pages 287 and 288, gives the 
impression that the authors are addressing 
themselves to electronic devices rather than 
to people, and that the instructions would 
have been more intelligible if written in 
binary code. For the reviewer, however, the 
few reservations mentioned are far out- 
weighed by the solid virtues of this text, a 
text which reveals first-hand knowledge of 
subject matter possessed by men who are 
accomplished both as teachers and as prac- 
ticing O.R. analysts. 

A final chapter is on Selection, Training, 
and Organization for Operations Research. 
This is the contribution of Dr. Joseph F. 
McCloskey, now with the Case Institute 
Operations Research Group, and formerly 
in charge of training and personnel at the 
Operations Research Office. No one could 
have been better qualified to write under 
the above heading. Clearly and concisely 
written, the chapter shows his wisdom and 
his practical experience in the helpfully 
specific recommendations that are offered. 

REINHARD KORGEN 
Bowdoin College 


SELLING IN OUR ECONOMY, by Harry 
R. Tosdal. (Homewood, Illinois: Rich- 
ard D. Irwin, Inc., 1957. Pp. 333. $5.00.) 


This volume is an economic and social 
analysis of selling and advertising. The sell- 
ing and advertising function in American 
business is carefully evaluated in relation 
to its impact on our standard of living and 
on our system of free enterprise. Primary 
emphasis is given throughout the book to 
the importance of selling and advertising 
from the standpoint of the economic and 
social welfare of our society. 

Dr. Tosdal has made a real contribution 
to management and marketing literature in 
an area where too little has been written 
previously. His comments should stimulate 
additional research and thought by business 
executives, marketing professors, econo- 
mists, and leaders in government. 

The first part of the volume deals with 
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the importance of selling and advertising to 
our economy and to business and with the 
relation of selling and consumer demand. 

Mention is made of the magnitude of sell- 
ing as represented by approximately 5 to 10 
per cent or $35, billion of the gross national 
product. Dr. Tosdal challenges the “naive 
and unrealistic assumption” made by some 
persons that buyer initiative will energize 
productivity adequately, and he champions 
the importance of seller initiative and per- 
suasion in the market place. Selling is de- 
fined as persuasive leadership to buying ac- 
tion essential to provide high and rising 
standards of living. 

Chapters IV, V, VI, and VII include an 
analysis of the objectives of selling, the 
basic requirements for high and rising liv- 
ing standards, and the relationship of sell- 
ing to productivity, innovation, invention 
and technological progress. The author 
points out in these chapters, in a most in- 
teresting and challenging way, that selling 
leadership has developed most rapidly and 
has performed its greatest services under 
conditions of free enterprise and political, 
social, and economic freedom. He concludes 
that “prosperity in terms of high levels of 
living for people generally does not rest 
principally upon natural resources or cli- 
mate or other natural factors, but upon the 
abilities, capacities, attitudes, and behavior 
of people.” 

An economic and social evaluation of 
selling is made in Chapters VIII, IX, and X 
through an evaluation and analysis of con- 
tributions, costs, weaknesses, abuses, and 
correctives. The treatment of these subjects 
is objective, realistic and effective. The au- 
thor stresses the importance of the “freedom 
to compete” as a fundamental part of our 
American philosophy of life. 

- In Chapter XI Dr. Tosdal explores the 
two alternatives to selling leadership: lead- 
ership by buyers and leadership by govern- 
ment. Comparisons are made between the 
American system of “consumer freedom of 
choice” and the Soviet system of choice by 
governmental decree. Although this chapter 
may not receive applause from government 
bureaucrats and left wing liberals it will be 


extremely well received by business leaders. 
It is a valuable chapter that is very well 
done. 

In Chapter XII Dr. Tosdal criticizes the 
economists for their apparent unwillingness 
to recognize selling and advertising as an 
important part of the economic function. 
Some extremely interesting and thought 
provoking material is presented on selling 
and demand, selling and productivity, sell- 
ing and prices, selling and competition, and 
selling and the business cycle. 

The last portion of the book is vocational 
in nature and is devoted to a description of 
the people who sell and of types of sales po- 
sitions in different industries and com- 
panies. This is followed by a final chapter 
including a summary and conclusion. 

Selling in Our Economy is not intended 
to be another standard college textbook on 
the principles and practices of salesmanship 
or a treatise on “how to sell.” Dr. Tosdal 
has done an outstanding and convincing 
job in presenting the thesis that selling is 
necessary for the greatest economic welfare 
in a society based on the free enterprise 
system. The material presented in this book 
should be particularly valuable for use in 
Advanced Management and Executive De- 
velopment Programs for experienced execu- 
tives and in-company training programs for 
salesmen. Anyone who is working in the 
sales field or who is planning to enter sell- 
ing as a career will obtain real benefit from 
reading this book. 


CARLTON A. PEDERSON 
Stanford University 


SALES AND MARKETING MANAGE. 
MENT: TEXT AND CASES, by Lewis 
K. Johnson. (Boston: Allyn and Bacon, 
Inc., 1957. Pp. 644. $6.95.) 

The chief purpose of this book, according 
to the author, is to provide present day sales 
managers with “an enlightened, progressive 
philosophy of marketing management.” In 
the Preface this main objective is clarified 
by stating that “these men must have a 
broad perspective of the distribution task 
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that will enable them to comprehend the 
job of administering a marketing program 
in all of its ramifications. Theirs must be an 
objective attitude, with emphasis on the 
use of facts, principles and planning, rather 
than a trial-and-error approach, for the so- 
lution of marketing management prob- 
lems.” 

The book achieves this avowed purpose 
well. Without neglecting any of the impor- 
tant phases of sales management related to 
the direction and control of salesmen in the 
field, the other essential activities of mar- 
keting such as product planning, market 
analysis, distribution methods and policies, 
and sales promotion and sales control are 
fitted nicely into the complete picture 
which the author aptly calls a “philosophy 
of marketing management.” The main con- 
tribution of the book, therefore, lies not so 
much in its presentation of new ideas, con- 
cepts, or techniques of sales management as 
in its complete and cohesive perspective of 
everything the marketing manager should 
know and use in his effort to improve dis- 
tribution. The need for establishing de- 
sirable goals and marketing objectives early, 
and for following fundamental marketing 
principles and practices consistently and in- 
telligently is emphasized, and all within a 
scope which makes the book readable, inter- 
esting, and understandable to students as 
well as practical business men seeking ideas 
or information. 

The book is divided into eight parts and 
eighteen chapters, with the familiar sales- 
management functions of selecting, train- 
ing, equipping, compensating, supervising, 
and controlling salesmen receiving major 
emphasis in Part VI. Making the book es- 
pecially valuable to teachers and students 
are the study questions, the selected reading 
references, and the case studies which are 
included with each chapter. Perhaps a brief 
comment upon the material contained in 
these eight parts will serve best to review 
the book. 

In Part I there are two chapters covering 
the development of sales administration 
and the field of marketing management. 


The several definitions of controversial 
marketing terminology contained in the 
second chapter are especialy helpful to the 
teacher or student. Obviously, no case 
studies are included in these two introduc- 
tory chapters; however, the study questions 
and reading references are excellent. 

Part II deals with the product. In three 
chapters the many problems of planning 
the product, of brands and trade-marks, and 
of packaging are covered. Part III, in two 
chapters, treats sales research, dividing it 
into qualitative market analysis and quan- 
titative market analysis. The first of these 
two chapters explains the scope and organi- 
zation of market research, together with a 
concise but complete story of common re- 
search methods and procedures used today. 
The second chapter might well be called 
sales forecasting since it deals with market 
and sales potentials and the methods of 
quantitative market analysis. 

Part IV, in two chapters, covers methods 
of distribution and distribution policies, 
while Part V explains the proper organiza- 
tion of the sales department and its rela- 
tionships with the other parts of the busi- 
ness structure. Such matters as the choice 
of the best channel for marketing, and the 
most effective method of distributing the 
product as well as the opening of new ter- 
ritories are presented briefly here. 

Of primary interest both to student or 
sales manager is Part VI covering the prob- 
lems of building, maintaining, and direct- 
ing a sales force. Six chapters are devoted to 
the sales management functions of selection, 
training, equipping, compensating, super- 
vising, and controlling salesmen. The chap- 
ters on selection and supervision appear to 
be especially commendable, both for the 
material presented and the completeness 
with which the subject is treated in rela- 
tively little space. When it is remembered 
that these functions comprise the entire sub- 
ject-matter of many books in this field it 
must be admitted that in this book a real 
contribution has been made in compressing 
the important principles and ideas into 
such compact and readable form. 

Parts VII and VIII, each with but a single 
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chapter, cover sales promotion functions 
and sales control. In Chapter 17 sales pro- 
motion is defined and clarified, and its great 
importance to the entire marketing philoso- 
phy is explained. The list of specific pro- 
motional functions should be helpful to 
many a perplexed marketing executive try- 
ing to handle more effectively the many de- 
tails of selling a product. In Chapter eight- 
een the importance of evaluating the work 
of salesmen by means of reports, records, 
etc., is explained, and proper emphasis is 
placed upon the need for broad control of 
all of the sales activities rather than simply 
policing each salesman’s work and methods 
on a day-to-day basis. Proper attention to 
the bigger problems of sales volume per 
man, per territory and for the entire or- 
ganization, together with control of selling 
expenses, market coverage and distribution 
methods is essential in today’s highly com- 
petitive market. 

In the preface, the author states that “‘ad- 
vertising has not been dealt with, in defer- 
ence to the scope of the subject and not 
because of failure to recognize its impor- 
tance as an integral part of long-range sales 
planning. Advertising can no longer be con- 
sidered an adjunct of the sales division; it 
is concerned with all aspects of public re- 
lations, employee and stockholder relations, 
relations with the communities in which the 
firm operates, and relations with state and 
federal governments.” 

In this book there is much to praise and 
little to criticize. Of chief interest and value 
to either student or businessman is its com- 
pactness combined with completeness and 
clarity of both organization and presenta- 
tion. The familiar principles and practices 
used today are explained logically and 
clearly. The ability of the author to con- 
dense is illustrated well by Chapter 6 in 
which he has covered in a few pages what 
others have taken an entire book to explain. 

To one who has been teaching in this 
field for over a quarter of a century, and 
who has been in close touch with sales man- 
agers of many companies selling various 
types of products and services, the book ap- 


peals strongly as a summarization of every- 
thing the sales manager or the teacher of 
the subject ought to have readily at hand 
for reference. Perhaps the only real critical 
comment after reading the book is the fail- 
ure of the author to enlarge slightly upon 
his “essential sales management functions.” 
Possibly a more acceptable statement of 
functions would include recruiting as sep- 
arate from and deserving equal emphasis 
with selection. Similarly, it seems that stim- 
ulation of salesmen today plays such an 
important role in management that it 
should be distinguished from supervision. 
It must be admitted, however, that the au- 
thor gives adequate treatment to each of 
these functions as he relates them to the 
selection and supervision functions. It may 
be his feeling that something is gained by 
reducing to a minimum the functions for 
which the sales manager is responsible to- 
day. 
FRANK H. BEACH 

University of Illinois 


INTRODUCTION ' TO SALES MAN- 
AGEMENT (Fourth Edition), by Harry 
R. Tosdal. (New York: McGraw-Hill 
Book Company, Inc., 1957. Pp. 866. 
$8.50.) 

This volume is both a revision and con- 
solidation of Tosdal’s two books, INTRODUC- 
TION TO SALES MANAGEMENT and PROBLEMS 
IN SALES MANAGEMENT. The organization 
follows closely that of the third edition of 
the INTRODUCTION TO SALES MANAGEMENT. 
Although basically a case book, a substan- 
tial amount of very helpful text is included. 

The presentation has been divided inio 
ten major areas: problems of sales manage- 
ment; product planning, product policy, 
product research; distribution policies; pric- 
ing and terms of sale; market and sales 
planning; sales programs and sales promo- 
tion; sales organization; management of the 
sales force; filling and delivery of orders; 
control of sales operations. Each major 
subdivision has from two to five separate 
sections. Each major and minor division 
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has a short but pertinent text discussion of 
the subject matter, the total text material 
being about 100 pages. For each of the ten 
major headings there is an excellent but 
short bibliography. 

Ninety-nine major cases comprise the 
bulk of the book. Over one-half of these are 
new cases, and almost all are postwar. The 
few cases which might be considered old 
are of the tried and tested group on subject 
matter which changes little, such as whole- 
sale inventory control or the small-order 
problem. In addition to the major cases, 
each of the 29 minor divisions of the presen- 
tation has “Cases in Brief,” usually ten or 
more in number. 

In comparing this text with others and 
with earlier editions of Tosdal, this new 
book is both up-to-date and improved. The 
organization is excellent. Whether the re- 
sult of superb and succinct writing of the 
brief text, or to organization, or to both, 
the presentation gives the student much 
more direction in preparing and solving the 
cases which, in turn, tends to give more 
cohesiveness to the whole than earlier edi- 
tions. 

With the rising enrollments in schools of 
business, with the higher cost of books, and 
with limited library facilities, every new 
case book raises the problem as to whether 
or not it can be used alone successfully. Cer- 
tainly this new edition comes closer to being 
self sufficient than its predecessors. Since 
graduate students usually have adequate li- 
brary access, as well as an attitude condu- 
cive to sound case preparation, this new 
edition of Tosdal should be widely used in 
graduate schools. It is believed that this new 
edition can also be used virtually alone by 
an experienced teacher without losing the 
area coverage which sometimes takes place 
in case courses. 

During the last decade, textbooks which 
expound and illustrate principles and prac- 
tices have been adding more major and 
thumbnail cases. The case-book presenta- 
tions, on the other hand, have been adding 
more analytical text. The two approaches 
have not met but the fourth edition of 
Tosdal definitely reflects this trend. Cer- 


tainly, a combination use of the new Tosdal 
with any one of the “principles” texts 
would provide a very strong course in sales 
management. This is an excellent book and, 
possibly, Tosdal’s most effective writing. 


ALBERT HARING 
Indiana University 


ADVERTISING MEDIA, by Lyndon O. 
Brown, Richard S. Lessler, and William 
M. Weilbacher. (New York: The Ronald 
Press Company, 1957. Pp. 395. $7.50.) 
This book makes a significant contribu- 

tion to the literature of advertising. It is 

highly qualitative in its approach and in- 
dicates a maturity of thinking in the field 
of advertising media that will be welcomed 
by both students and practitioners. It is re- 
freshing to find emphasis placed upon the 
integration of media with a total market- 
ing, merchandising, and advertising plan 

rather than to treat media primarily on a 

descriptive basis. 

The authors recognize that a description 
of various media is important, but assume 
that the reader of this book will have ob- 
tained descriptive material from other 
sources. They have devoted their energies to 
a logical development of two functions: (1) 
the function of media planning and, (2) the 
function of implementing final media de- 
cisions. 

In developing their thesis they divide 1 
the book into four parts. Part I establishes 
the basic concept of media strategy, reviews 
the trends in media development during 
the past decade, and relates media to the 
total marketing process. 

Part II is titled Basic Media Concepts. 
In terms of total space this section accounts 
for slightly more than one-half of the book. 
Detailed attention is given to the audiences 
delivered by various media, approaches to 
audience measurements, concepts of pric- 
ing, and various internal media elements 
that influence audience size, quality, and 
response. 

The authors, in Part II, recognize and 
develop at length, the importance of evalu- 
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ating the quality of audiences assembled by 
media. They discuss the significance of dif- 
ferentiating audiences on the basis of socio- 
economic factors such as age, sex, education, 
income, and occupation. Such data, they 
hold, are more valuable than data limited 
to population totals, but the authors plead 
for even more advanced thinking in respect 
to audience differentiation. They suggest 
that differentiation on the basis of socio- 
psychological factors would be even more 
meaningful since those are the factors that 
motivate people to act or respond to media 
or advertising stimuli. They recognize cur- 
rent limitations on obtaining socio-psycho- 
logical data in a form that can be quanti- 
fied, but urge that increased attention be 
given to the development of methods to 
secure such data. 

Part III of the book deals with factors 
which affect decision-making in media se- 
lection. Such factors as competitive adver- 
tising practices, marketing conditions, and 
company advertising philosophy are treated 
in detail. 

Part IV provides a short summary of ba- 
sic philosophy of the book with particular 
emphasis on media thinking at the execu- 
tive level. 

There is not much to criticize about the 
book. It is well written and has surprising 
unity in light of its being a three-authored 
book. 

Some will wonder why direct mail was 
ignored completely. While many people 
choose not to classify direct mail along with 
the organized mass media of communica- 
tions, the fact that advertisers spend more 
money for direct mail than for almost any 
other medium cannot be ignored. Actually, 
many of the concepts and decision-making 
factors discussed by the authors in respect 
to the “orthodox” media are also applicable 
to direct mail. The plea of the authors for 
more qualitative information about audi- 
ences might be met more readily through 
specially developed direct mail lists than 
through subscription lists. This failure to 
include direct mail as a part of the total 
media picture is not serious since its addi- 


tion would not alter the format or basic 
philosophy of the book, but one still won- 
ders why it was ignored. 

Some comment about the authors is prob- 
ably in order. Each is associated with an 
advertising agency at the decision-making 
level. Each has been concerned with re- 
search, marketing, and media problems. It 
is also significant that each i; or has been 
engaged in teaching various aspects of ad- 
vertising and marketing at the university 
level. It is not strange, therefore, that they 
indicate the book was written for three 
groups of people--(1) business executives 
concerned with media, (2) media specialists, 
and (3) students and teachers of advertising 
media. 

The book should have extensive distribu- 
tion among all three groups. Its use as a col- 
lege textbook should be substantial. It 
would perhaps have been improved as a 
textbook had the authors included some 
discussion and problem materials following 
each chapter. Perhaps that will come later 
in a supplement for teachers. 

Books such as Advertising Media are gen- 
erally written by teachers. This is no excep- 
tion. It is obvious throughout the book that 
the authors wish to raise the level of prac- 
tice in respect to media use but are not 
content with a presentation of current top 
practices. They go beyond this and lay a 
solid foundation of theory from which new 
concepts and new practices can spring. That 
is one of the functions of a teacher, and in 
this case that function has been well per- 
formed. 

Cc. H. SANDAGE 
University of Illinois 


ADVERTISING AND MARKETING TO 
YOUNG PEOPLE, by Eugene Gilbert. 
(Pleasantville, New York: Printers’ Ink 
Books, 1957. Pp. 378. $7.50.) 

In the preface to this book, the author, 
Eugene Gilbert, president of the Gilbert 
Youth Research organization, states that it 
fulfills an ambition which originated in his 
college days—to present to industry a por- 
trait of the youth market. In the space of 
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seventeen chapters and two appendices, Mr. 
Gilbert covers “some of the staples of this 
youth market, some of its patterns that re- 
main fairly constant and that will be of 
importance in the over-all planning of ad- 
vertising and marketing strategy.” Inas- 
much as the majority of so-called marketing 
generalizations have heretofore been formu- 
lated to apply to hypothetical adults, this 
book represents in a very real sense a new 
departure. It is the first to present an in- 
tensive examination of the sociological and 
psychological aspects of various segments of 
the youth market. Furthermore, it is the 
first to delve specifically into the influences 
which youths have upon family purchasing 
behavior and to emphasize the importance 
of youths as potential consumers. 

The chapter titles are descriptive of the 
plan and scope of the book. The first four 
chapters serve as a general introduction: 
The Youth Market; Influence of Youth on 
Purchases; Marketing to Youth—Role of 
Market Research; and Promoting to Youth. 
Using what amounts to essentially two dif- 
ferent approaches, but ones which comple- 
ment each other beautifully, the specific 
nature of the youth market is analyzed in 
the heart of the book. The youth market is 
considered as being made up of different 
age, sex, and social groups in four chapters: 
Advertising to Youth to the Age of Twelve; 
Advertising to the Teen-Ager; Advertising 
to the College Market; and the Bride Mar- 
ket. Six chapters treat the youth market 
from the standpoint of promotional meth- 
ods used in an effort to influence it: Insti- 
tutional Advertising to Young People; Con- 
tests to Youth; Premiums to Young 
People; Packaging and Point of Purchase to 
Young People; Character and Trade-Mark 
Licensing; and Sampling to Young People. 
Chapter 15 (Retailing to Young People) 
diagnoses a number of problems encoun- 
tered in selling the manufacturer's goods at 
the retail level. Chapter 16 (Business and 
Community Contributions) treats various 
public relations aspects of the manufac- 
turer’s attempt to influence the opinions 
and attitudes of young people. The final 
chapter, Chapter 17 (In Conclusion), makes 


a plea for manufacturers to direct more of 
their efforts to research investigations of the 
youth market and, what is actually more 
important, urges them to utilize more fully 
those results that marketing research has al- 
ready succeeded in obtaining. 

Drawing upon the experiences of his own 
research group and upon those of others 
who have done work in the youth field, the 
author illustrates many important points 
in an interesting and effective manner. Each 
chapter is abundantly supplied with tables, 
charts, and other exhibits, and these should 
prove useful for reference purposes even to 
those who already have considerable knowl- 
edge of the youth market. There is a liberal 
sprinkling of check lists containing sugges- 
tions for those interested in maximizing the 
effectiveness of promotional campaigns di- 
rected wholly or partly to young people. 
There are also many hints and suggestions 
which should be of assistance to retailers 
and public relations executives. 

The fact that this book contains an ab- 
normally large number of charts, tables, and 
other exhibits detracts somewhat from its 
readability. Nevertheless, the bulk of the 
text is written in a popular, chatty style. 
Mr. Gilbert succeeds admirably in present- 
ing a highly interesting portrait of the 
youth market. Probably the book itself will 
prove most valuable to the marketing prac- 
titioner, but it also deserves a place on the 
reference shelf of the marketing teacher. 
This reviewer is firmly convinced that Ad- 
vertising and Marketing to Young People 
is a pioneering work which is worthy of 
considerable study by practitioner and 
teacher alike. 

RICHARD R. STILL 


Syracuse University 


COMMERCIAL CREDIT AND COLLEC- 
TION PRACTICE, by Watrous H. 
Irons. Revised and rewritten by Douglas 
H. Bellemore. (New York: The Ronald 
Press Company, 1957. Pp. 784. $6.75.) 
The first edition of Commercial Credit 

and Collection Practice was written by 

W. H. Irons in 1942. This, the second edi- 
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tion, was revised and rewritten by D. H. 
Bellemore in 1957. In this edition the au- 
thors point out that they “have retained the 
emphasis on a comprehensive statement of 
the fundamentals and principles which un- 
derlie credit and collection practice while 
at the same time developing the techniques 
of analysis, the key to the solution of credit 
and collection problems.” 

Although the basic plan of the first edi- 
tion has been followed, there are some ma- 
jor structural changes that should be noted. 
An entirely new section has been added on 
consumer credit activities; new chapters on 
foreign-trade credit and mercantile install- 
ment credit have been included; the legal 
section has been expanded; and more em- 
phasis has been placed on the increasingly 
important role of the federal government 
and the Federal Reserve System in the area 
of credit control and countercyclical policy. 
In connection with this latter point, the 
reader’s attention is directed to Chapter 2 
which is entitled “How External Factors 
Influence Credit Policy’”” and which gives 
an excellent discussion of many of the ex- 
ternal influences that often are noted but 
usually are not thoroughly analyzed. 

In addition, the authors have prepared 
an excellent analysis of the little understood 
but expanding field of credit insurance 
in mercantile transactions. Likewise, the 
reader of this revised edition will be inter- 
ested in the realistic approach to the causes 
of delinquency in credit transactions. Ten 
different types of debtors who become de- 
linquent are classified and are described in 
some detail. 

It is the authors’ hope that the material 
in their book will help the reader attain two 
important objectives in making credit judg- 
ments with confidence and correctness: 
“first, an understanding of why an accurate 
evaluation of credit risks must be made and 
what information is available for that pur- 
pose; second, an understanding of how to 
analyze available credit data in order to 
make those decisions essential to the efh- 
cient and practical operation of a credit 
department.” In the opinion of this re- 
viewer, the reader can attain these two ob- 


jectives, particularly in relation to commer- 
cial credit, by careful reading of the text 
—such reading, of course, supplemented 
wherever possible by practical credit expe- 
rience. 

While the primary emphasis of this book 
is on commercial or mercantile credit, cer- 
tain aspects of consumer credit might have 
been stressed more than they are. Recogniz- 
ing that it is impossible in any book to 
cover every aspect of the subject matter in- 
volved, a reader still might expect, for ex- 
ample, a more extensive coverage of the 
whole vast field of service credit, as well as 
that of home-mortgage-loan credit. Perhaps 
it would have been desirable to have pre- 
sented a clearer and more detailed picture 
of the expanding use of revolving credit and 
all of its ramifications, as well as to give at 
least a reference to charge-account banking 
developments. Under sources of consumer 
credit information, it might have been 
worthwhile to have expanded the idea that 
in many instances firms do not use any out- 
side source in checking consumer credit 
risks but rely solely upon personal know!- 
edge and judgment. 

In the commercial or mercantile credit 
chapters, a more realistic approach to the 
so-called 4 C’s of credit might have been 
taken, with greater emphasis upon the qual- 
ities that make up each C rather than the 
C itself. In addition, a finer distinction 
might have been drawn between the credit 
problems of the small businessman as op- 
posed to those of his larger competitor. 
Also, some readers may object to the exten- 
sive use of forms, documents, and exhibits, 
such as thirteen consecutive pages of sug- 
gested collection letters. 

This book would appear to be best 
adapted to a university or college curricu- 
lum that emphasizes those phases of market- 
ing activities other than the marketing of 
goods and services to the ultimate con- 
sumer. The first edition in 1942 emphasized 
entirely the aspects of credit between two 
or more business concerns to the virtual 
exclusion of consumer credit. While the 
latter has been covered in this revised edi- 
tion, the emphasis is still much stronger on 
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commercial credit, and primary use of this 
book should be made with recognition of 
this fact. 

ROBERT H. COLE 
University of Nebraska 


THE DYNAMICS OF INTERVIEWING: 
THEORY, TECHNIQUES, AND 
CASES, by Robert L. Kahn and Charles 
F. Cannell. (New York: John Wiley and 
Sons, Inc., 1957- Pp. 351- $7-75-) 

In the preface, Kahn and Cannell state 
that their purpose in writing this book is 
“to write about the theory and practice of 
interviewing in a way that will be meaning- 
ful for both students and practitioners” in 
such diverse fields as “medicine, journalism, 
law, social work, and the research aspects of 
the social sciences.’ Their discussions of the 
theory of the interview should help practi- 
tioners in all those fields to an understand- 
ing of the interviewing process. However, 
their case histories do not illustrate either 
the legal or the journalistic interview. Fur- 
ther, much of what they say about the 
theory of the interview has been said many 
times in different social science texts, so that 
it is highly doubtful whether a sophisticated 
researcher in the field of social science 
would find their book to be of much value. 

Kahn and Cannell state as their thesis 
‘that, if a person is to be a successful inter- 
viewer, he must first know and understand 
the dynamics of the interview; that is, the 
psychological forces at work in the inter- 
view. Their demonstration of the correct- 
ness of this thesis consists of a discussion of 
the theory of the interview and an analysis 
of a number of case histories. My feeling 
was that many of the case histories indi- 
cated as much a need for careful phrasing 
of the question as they did a need for un- 
derstanding the dynamics of the interview. 
In several instances, they cited the ambigu- 


ous question as a prime offender for failure 
to get information from the respondent. 
Generally speaking, an interviewer asks an 
ambiguous question because he has not 
thought about the possible alternative an- 
swers to the question he posed. 

As a piece of writing, the book flows 
fairly smoothly, with the most interesting 
material, the case histories, at the end of 
the book. There were very few challenge- 
able statements in this book, which is per- 
haps a fault rather than a virtue. 


JOSEPH E. BRADLEY 
Pillsbury Mills, Inc. 
Minneapolis 


SELECTED PAPERS IN STATISTICS 


AND PROBABILITY, by Abraham 
Wald. (Stanford, California: Stanford 
University Press, 1957. Pp. 702. $10.00.) 


This volume contains most of the papers 
in statistics and probability written by 
Abraham Wald. It was compiled by a com- 
mittee of the Institute of Mathematical Sta- 
tistics following Wald’s untimely death in 
1950, first published by McGraw-Hill, and 
now reprinted by the Stanford University 
Press. 

A brief biography of Abraham Wald is 
followed by a discussion of Wald’s papers 
and the nature of his many contributions to 
statistics and probability, and by a complete 
bibliography. The discussion, written pre- 
sumably by the committee of the Institute 
of Mathematical Statistics, analyzes Wald’s 
work in decision-function theory and _se- 
quential analysis, in probability, in the 
Neyman-Pearson system of statistical infer- 
ence, and in the theory of regression and 
analysis of variance. Wald’s papers occupy 
the major part of this memorial volume. 


JOHN NETER 
University of Minnesota 
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Selected RONALD Books .. . 


Advertising Copy, 
Layout, and Typography 


HUGH G. WALES, University of Illinois; 
DWIGHT L. GENTRY, University of Maryland; 


A lucid presentation of the principles 
of creative advertising designed for 
the combined course in copy and lay- 
out. Equally suitable for separate 
courses in these subjects, the book 
points up the interrelationship of 
copy, layout, and typography and how 
they must combine to achieve a single 
effect in the successful advertisement. 
Emphasis is placed upon fundamen- 


and MAX WALES, University of Oregon 


e Thorough, systematic presentation following the se- 
quence of actual ad creation 


tals. Basic principles are demonstrated 
by illustrations from the whole range 
of modern advertising and the applica- 
tion of practical, simplified techniques. 
Book thoroughly investigates the rule 
of market research and the individual 
problems of the various media. In- 
cludes ample problem material and 
laboratory assignments. 139 ills., four 4- 
color inserts; 550 pp. 


¢ Profusely illustrated with over 100 advertisements 


e A class-tested approach for separate or combined courses 


- Advertising Layout 


An information-packed volume on one 
of the most vital aspects of advertis- 
ing. This practical book offers detailed 
instruction in typography, lettering, 
bleed space; use of balance, unity, con- 
trast, and other elements of design. 
Specimens by foremost layout artists 
show how these elements can be used 


WILLIAM LONGYEAR, Pratt Institute 


to lead the reader’s eye directly to the 
selling copy. Illustrations include tech- 
niques for newspaper, magazine, direct 
mail, poster, and television advertis- 
ing. “. . . an authoritative, yet lively 
and imaginative approach to layout 
designing.’’—Advertising Require- 
ments. 754 ills. 10 x 1254 


THE RONALD PRESS COMPANY 


Please mention the JOURNAL OF MARKETING in writing advertisers 
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. . « for the Advertising Curriculum 


- Advertising Media 


Creative Planning in Media Selection 


LYNDON O. BROWN, Dancer-Fitzgerald-Sample, Inc.; 
RICHARD S. LESSLER, Grey Advertising Agency, Inc.; and 
WILLIAM M. WEILBACHER, Dancer-Fitzgerald-Sample, Inc. 


This new textbook outlines the creative 
processes that lead to optimum media 
strategy. It clarifies the functions of the 
variove media and points out their quali- 
tative differences; explains the cost-per- 
thousand concept and provides the most 
lucid analysis of audience measurement 


available; summarizes each factor that 
must be weighed before choosing media. 
“... one of the most important books 
that has appeared on the advertising scene 
in some time.’’—Steuart Henderson Britt, 
Northwestern University. 126 ills., tables; 


395 pp. 


Advertising—2nd Edition 
ALBERT WESLEY FREY, Dartmouth College 


“Frey’s ADVERTISING is unquestionably 
the best all-round text that has been pub- 
lished . . . well written, well organized, 
objective. It covers the whole range of ad- 
vertising activities . . . gives the students 
a true perspective on advertising. It not 
only presents a considerable mass of in- 
formation about what advertising is, but 


*How Many Dollars 


Also ALBERT WESLEY FREY 


Introduces an important method for de- 
termining the optimum size of advertis- 
ing appropriations—the marketing-pro- 
gram method. The outgrowth of an 
extensive study of the working methods of 
more than one hundred leading adver- 
tisers and trade associations, this book 
analyzes the requisites of the marketing 


also shows where and how advertising fits 
into the business picture.”—Frank E. Bel- 
den, Belden and Hickox, Cleveland, Ohio. 
“Clear, straightforward, and readable. 

- (An) excellent work.”—Journal of 
Marketing. Teachers Manual available. 
104 ills., tables; 756 pp. 


for’ Advertising 


program as a whole, showing how adver- 
tising can be built into such a program 
and expenditures for advertising deter- 
mined accordingly. “A real contribution 
. . lucid, practical, and short-winded.”’ 
—Albert Brown, Vice President, The Best 
Foods, Inc. 16 ills., tables; 164 pp- 


- Cooperative Advertising 
MOSHER STORY HUTCHINS, formerly Hutchins Advertising Company, Inc. 


Describes and explains all types of co- 
operative advertising, analyzing the ad- 
vantages and disadvantages for every 
major medium. Special emphasis on how 
both dealer and manufacturer can bene- 
fit through effective use of modern tech- 
niques. Book explains standards for 
choosing proper media, building the right 


campaign, timing and coordinating ad- 
vertising and promotion, pretesting lay- 
outs, and planning the dealer's follow- 
through. Many actual case illustrations. 
“A valuable guide for practically every 
type of manufacturer-dealer co-op adver- 
tising.”—Tide. 73 ills., 255 pp. 


15 East 26th Street. New York 10 


Please mention the JOURNAL OF MARKETING in writing advertisers 
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And then, when you do get to us, you will have learned. 
a great deal about the existence of, or the lack of— 


© Equity in prices. 
* Quality Controls. 


* Accurate, speedy reports turned out 
on whichever type of latest equip- 
ment that is best suited to your 
needs. 


* The “extras” without cost to you, 
that a responsible service bureau 
must perform to insure the authen- 
ticity of your reports. 


* Gracious treatment from a compe- 
tent organization. 


And we will have gained another client. 


BARNARD, INC. 
THE TABULATING CENTER 


432 Fourth Ave., New York 16, N. Y. 
MuUrray Hill 9-6250 


Please mention the JOURNAL OF MARKETING in writing advertisers 
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BOOKS from Prentice-Hall . . . 


MODERN SALESMANSHIP; Principles and Case 
Problems 


by EDWIN C. GRIEF, University of Vermont 


A basic text for all courses in salesmanship. It stresses the individual 
development and personality of each salesman through practical appli- 
cation of the basic techniques and psychological principles of selling. It 
encourages the reader to grow through his own creative sales thinking 
and individual self-expression. Contents include: The Challenge for 
Tomorrow’s Salesman, The Company You Represent, Know Your 
Merchandise, Sequence of Selling, Some Prerequisites of an Organized 
Sales Presentation, How to Close Successfully. 


Approx. 528 pages * 6” x9" Puwh. Jon. 1958 Text price $6.75 


SALES MANAGEMENT; Decisions, Policies and Cases 


by RICHARD STILL, University of Washington, and 
EDWARD W. CUNDIFF, Syracuse University 


This integrated presentation of text and case materials covers the field 
of sales and marketing management from the standpoint of planning, 
organizing, coordinating, and controlling. Especially useful for courses 
in sales management and marketing management. The book gives un- 
usual coverage in the following areas: Marketing Organization, Theory 
and Practice of Salesmanship, Analysis of Sales Force Personnel Turn- 
over, Role of the Marketing Executive, Sales Forecasting, Quotas, 
Budgets, Distribution of Cost Analysis. Textual case materials have 
been classroom tested. 


Approx. 544 pages * 6”%x9"” Pub. Feb. 1958 Text price $7.50 


SALES ADMINISTRATION—PRINCIPLES AND 
PROBLEMS, 3rd Edition 
by BERTRAND R. CANFIELD, Babson Institute 


This third edition is a complete revision of one of the most successful 
texts on sales management ever published. It focuses on the actual 
working sales manager and includes the latest methods of sales control 
records and systems, unionization of salesmen, and legal aspects of 
sales management. Here is a thorough treatment of pricing, service, 
consignment, brand, and other policies, and a detailed discussion of 
how to plan a sales program. The everyday .roblems of the sales man- 
ager receive special attention. 


662 pages 6" x 9" Pub. 1954 Text price $7.00 


To receive approval copies promptly, write: Box 903 


vl PRENTICE-HALL, Inc. 
Englewood Cliffs, New Jersey 
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MOTIVATION IN ADVERTISING: 
Motives That Make People Buy 


By PIERRE MARTINEAU, Director of Research and Marketing, Chicago Tribune. McGraw- 
Hill Series in Advertising and Selling. 224 pages, $5.50 

This unique book is the first discussion of advertising from the viewpoint of modern 
social science theory. It combines the gee of dynamic psychology, anthropology, 
sociology, and symbolic communication. author shows management new avenues to 
advertising effectiveness through a better understanding of the consumer as a human be- 
ps ae A behaves, why he buys, and the factors in communication that actually in- 

uence him. 


TECHNIQUES FOR MARKETING NEW PRODUCTS 


By DOUGLAS BANNING. 308 pages, $6.50 


A guide to all aspects of ising, advertising, and managing the introduction of a 

new product. Planned especially for small business, it discusses uct selection, 

evaluation, choice of distribution channels, the elements of sales psychology, copywriting, 

direct mail, and advertising production and media selection. ideal reference text 
marketing courses. 


for college 
THE WESTERN EUROPEAN MARKETS 


Compiled by the J. WALTER THOMPSON COMPANY. McGraw-Hill World Markets Series. 
287 pages, $18.00 


A useful condensed guide to the world’s second richest market, giving a country by 
country descriptive and statistical survey of the 21 markets which comprise 335 million 
people. This analysis is especially useful in the face of growing world trade and the in- 
creasing importance of U.S. international trade. In addition to a detailed treatment of 
the Western European markets, the book offers an insight into the region as a whole, 
with a special section on entering this market. 


MARKETING RESEARCH 


By RICHARD D. CRISP, President, R. D. Crisp & Assoc., Chicago. McGraw-Hill Series in Ad- 
vertising and Selling. 798 pages, $7.50 


Written by one of the real experts in the field, this thoro text provides a 

introductory coverage of the entire field of marketing research. After an orientation, it 
discusses the techniques of marketing research, the problem-solving process, the major 
elements in marketing research applications, and looks into its future. Numerous ex- 


amples are based on actual practices of well-managed companies. Emphasis has been 


SEND FOR COPIES ON APPROVAL 


McGraw-Hill COMPANY, INC. 
330 West 42nd Street New York 36, N. Y. 
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